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THURSDAY, FEBRUARY 7, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForeiGN CoMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to call, in room 1334, New 
House Office Building, Hon. Oren Harris, chairman, presiding. 

The CuHairmMan. The committee will come to order. 

The responsibilities that we have, and the jurisdiction of this com- 
mittee as set out in the rules of the House, in accordance with the Re- 
organization Act of 1956, and the problems of the oil and gas indus- 
try, as they affect our present program, are a part of our responsi- 
bility. In carrying those out, the procedure of the committee will be 
to go into the problems of the various subject matters which are the 
responsibility of this committee. 

We have with us this morning representatives of the Department of 
the Interior, who are with us on the question of oil and gas. 

It might be noted that in addition to what we had in mind, having 
the agencies involved in these subjects explain to us some of their 
problems and outline to us any suggestions that they may have re- 
garding the problems, if any, in any of these various matters before 
us, that the question this morning extends much further now than it 
has heretofore in this particular field. 

Our primary concern, under the rules of the House, as a matter of 
jurisdiction in this field, is the effect the entire program has on our 
domestic supply, domestic economy, the conservation of that vital 
resource, including the availability of supplies, reserves, the price and 
the justification therefor, and so forth. 

In view of the recent crisis in the Middle East and the demands 
that have been made on our domestic programs, and the insistence 
upon a regular procedure whereby the agencies would utilize all sources 
to meet the needs in Western Europe, it is important that we know 
how these programs affect our own domestic programs. 

So, this morning we have before us representatives from the Office 
of Oil and Gas of the Department of the Interior who will present 
the problems of the petroleum situation and what we hope for in the 
near-term outlook. 

As I have indicated, this is one in the series of hearings which the 
committee is currently holding with the departments, commissions, 
and agencies over which the committee has legislative jurisdiction. 

I might repeat, again, it has been the custom of this committe, at 
the beginning of each new Congress, to hold such meetings for the 
purpose of being briefed on the organization and jurisdiction of each 
agency, the policies and issues underlying the legislation they ad- 
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minister, and the problems they are encountering in their operating 
experience. 

The general functions and responsibilities of the Secretary of the 
Interior in the area of petroleum and gas, as well as the specific au- 
thority under the Defense Production Act, are delegated to the Office 
of Oil and Gas. In addition, the Office of Oil and Gas supervises the 
activities of the Federal Petroleum Board in administering the Con- 
nally Act—I believe it is generally referred to as the “Hot Oii” Act— 
the act which prohibits interstate shipment of oil produced in viola- 
tion of certain State oil and gas conservation laws and orders issued 
thereunder. 

Of our committee’s longstanding and continuing interest in the 
subject of petroleum, I do not need here to comment at length. It 
has been a field which we have had under constant study, not only 
in connection with the maintenance of a sound domestic industry, 
ready to meet the needs of our country both in periods of emergency 
and in periods of peacetime economic expansion, but also with respect 
to the effect upon the adequacy of our supplies, of the worldwide 
demand for this commodity. In so doing, we have had occasion con- 
tinually to cover the matter of supplies from the Western Hemisphere, 
the Middle East, and elsewhere, the demand for petroleum from 
Europe and the rest of the world, and their collateral effect on our 
own situation. 

In view of the ramifications which have arisen from the closing of 
the Suez Canal, we have felt we should take up the petroleum subject 
at the earliest opportunity. We today initially will view the picture 
in broad scope, the domestic supply- and-demand outlook, the present 
European demand and deficiencies in supply, the steps being taken to 
meet such deficiencies and the effect of such steps, and we then shall 
be in position to determine what further detailed study is appropriate, 
consistent with our legislative duties and our responsibilities to the 
Congress. 

We are glad to have with us, back with us this morning, a man who 
is well known to this committee, a man who is very capable in this 
field, from experience and otherwise, Mr. Hugh Stewart, the Director 
of the Office of Oil and Gas of the Department of the Interior. 

As most of us, in fact, all of us, who have been on this committee for 
some time know, he has been before us a number of times, at the be- 
ginning of each Congress and on other occasions. He has always 
been a very effective witness and indicated a knowledge of the prob- 
lem that has given us a very worthwhile presentation of the overall 
picture. 

The last time, I believe, was about 2 years ago this week. 

Mr. Stewart, we are very glad to have you back with us. Before 
beginning with your statement, perhaps you first should introduce the 
associates that you have with you today so the record will show those 
who are here with you this morning. 

Mr. Stewart. I have Mr. Ben Tafoya, who is one of the technical 
men in our quasi-legal work; we have Mr. Frank Jordan, who is an 
assistant in our Programming and Statistical Section; Mr. Paul Whit- 
ney, who is our domestic production engineer and specialist. That 
constitutes the staff that we have available this morning. 
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The CHarrman. Very well. You may proceed, Mr. Stewart. 

As I understand, the Secretary is still out of the city and not able 
to be here this morning. 

Mr. Stewart. I think that is correct, sir, and I am sorry to say that 
Assistant Secretary Wormser, who is my direct superior, had a conflict- 
ing appointment this morning before the Senate Appropriations Com- 
mittee. 

The CuatrmMan. We understood that. 

Mr. Srewarrt. He is unable to attend. He did, however, ask the 
Solicitor of the Department of the Interior, Mr. Reuel Armstrong, 
to accompany us, so that Mr. Armstrong would be in position to answer 
any legal questions that might arise. I think I should introduce Solici- 
tor Armstrong. 

The Crarmman. I think also that we might indicate for the record 
that the National Petroleum Council is operating in cooperation with 
the Department of the Interior; is that true? 

Mr. Stewart. That is quite true. 

The CrarrMan. Is there anyone here representing the National 
Petroleum Council this morning ? 

(No response. ) 

Mr. Stewart. I don’t see a representative. 

The Cuatrman. Who is the chairman? 

Mr. Stewart. The chairman is Mr. Walter S. Hallanan. 

The CuarrMan. From West Virginia? 

Mr. Stewart. Of West Virginia. 

The CuatmrMan. Very well. You may proceed, then. 


STATEMENT OF HUGH A. STEWART, DIRECTOR, OFFICE OF OIL AND 
GAS, DEPARTMENT OF THE INTERIOR; ACCOMPANIED BY BEN 
TAFOYA, FRANCIS X. JORDAN, PAUL B. WHITNEY, AND J. REVEL 
ARMSTRONG, SOLICITOR, DEPARTMENT OF THE INTERIOR 


Mr. Stewart. My name is Hugh A. Stewart. 

Mr. Chairman, it is always a privilege for us to come before your 
committee and, as you say, paint the broad picture of our oil and gas 
supply and demand, both from the standpoint of our domestic needs 
and the reserve capacity we have to meet potential wartime require- 
ments. 

We did not get to come before you last year, but we welcome this 
opportunity. I will try to sketch for you the broad phases, first of 
our domestic situation and, second, the international situation which 
has arisen as the result of the closure of the Suez Canal and of the Iraq 
pipelines in Syria—to give you an idea of the impact of that closure 
on Western Europe, and particularly upon our allies in the North 
Atlantic Treaty Organization. 

With respect to our own domestic supplies, we are, as we have been 
over the past several years, in a very comfortable position. [ Exhibiting 
chart, United States Total Supply of Petroleum.| Our crude oil pro- 
duction, prior to November 1, was averaging about 7,100,000 barrels 
per day, with an additional 750,000 barrels per day of natural-gas 
liquids. 
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United States total supply of petroleum 


{Thousands of barrels per day] 


1945 | 1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 


Domestis Production: 


Crude. ... __|4, 695 |4,750 |5,087 |5, 520 [5,046 15,407 |6,158 |6, 256 
Natural-gas liquids ? 315 | 323 | 364 A()2 431 499 562 | 612 
Total... Lend 5,010 |5,073 |5,451 |5,922 5,477 |5,906 6,720 (6, 868 
Imports 
Crude. ..... . ie 203 236 267 353 421 487 490 573 


Residual and other__-| 108 | 141 | 170| 161 | 224| 363| 354| 379 
beR eee | 311 | 377) 487] 514| 645 | 850| 844] 952 
Total supply----.-- 5, 321 |5, 450 5, 888 6, 436 |6,123 \6,756 |7, 564 


1 Preliminary. 
2 Includes benzol. 


Source: Office of Oil and Gas, Interior, Feb. 11, 1957. 
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1955 | 11956 


6,807 | 7,148 
723 789 


, 530 | 7,937 
782 923 
467 487 

1,249 | 1,410 


8,779 | 9,347 





PETROLEUM SURVEY 5 


The CuarrMan. Can you give us a breakdown of that, for the rec- 
ord by States ? 

Mr. Srewarr. We can supply that by States. 

The CHatrman. All right. 

(The data on production of crude oil and natural gas liquids, sup- 
plied by the Office of Oil and Gas, is as follows :) 


Production of crude oil and natural gas liquids by State and P. A. W. districts 


(Thousand barrels —s 











| | | 
| Crudeoil,| Natural! gas || lo rude oil,| Natural gas 
Jan. 1to| liquidsat | Jan. 1 to | liquids at 
| Oct. 31, | plants, Jan. | Oct. 31, ‘plants, Jan. 
|} 1956 | 1 to Oct. 31, || 1956 1 to Oct. 31, 
| 1956 ! 1956 
Florida 1 || Alabama_. 8 (4) 
New York Bitaas -- || Arkansas ante aetil 79 | 7 
Pennsylvania - - - 22 | . || Louisiana 798 | 71 
Virginia. || Mississippi 111 | 2 
West Virginia | 6 13 New Mexico- -.-- : 239 | 38 
— — || Texas aeae : 3, 033 | 426 
District I 37 13 |——_—___|___-——— 
= = = District I1-_. ool 4, 268 544 
Ilinois_- 225 38 || ee 
Indiana 30 Q || Colorado- - etic iaetamaaael 160 | () 
Kansas 339 12 || Montana ; 58 | (5) 
Kentucky 18 Q) Utah- | 6 | (5) 
Michigan 30 () We I 0.4 Sire cvem ar | 286 14 
Nebraska 14 5 | |———-, 
North Dakot 36 (2) District IV sienas’ 510 14 
Ohio 13 i= = 
Oklahoma 587 70 || California.........-. wal 963 | 83 
Other (3) ‘ i. Ss 
District 1 1, 352 125 District V.........---| 963 83 
| Total United States... 7,130 | 77 
! Indiana, Kentucky, Michigan, and Maine included with Illinois. 
2 North Dakota ar iM issouri included with Kansas. 


3 Includes Shunouni. South Dakota, and Tennessee. 
4 Alabama included with Louisiana. 
5 Colorado, Montana, and Utah included with Wyoming. 


Source: Bureau of Mines. 


Mr. Srewarr. Refinery runs were being maintained at a high level. 
Stocks of refined products, particularly the ones in which most people 
are interested, gasoline, kerosene, heating oils and residual fuels, have 
been maintained at very satisfactory lev els. 

I think that with respect to those two matters it would be interest- 
ing to the committee to see the charts we have, comparing the past year 
with the previous years in that run. 

This chart [exhibiting chart United States Total Supply of Petro- 
leum] gives a quick impression of the total petroleum supply which 
has been coming to the United States, or produced in the United States 
over the years beginning with 1945. You will notice that there has 
been a continual rise in the supply, and that rise has kept in step 
with rising demands, and the average for the year 1956 was about 

7,148,000 barrels per day of domestic crude oil production. 

The natural gas liquids brought the total domestic oil production 
to alinost 8 million barrels. 

There was an importation of about 900,000 per day of crude oil, 
and nearly 500,000 barrels per day of residual fuel oils and others, 
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making a total oil supply in the past year of almost 914 million bar- 
rels, contrasted to about 8,750,000 barrels in 1955 and about 8,100,000 
barrels in 1954. 

The CuarrMan. This chart will be a part of the record; will it not? 

Mr. Srewart. We have as yet not had time to photograph it, Mr. 
Chairman, but the chart will be photographed and presented for the 
record, as in past years. 

The Cuarrman. Yes. 

Mr. Harr. What does the paint on the chart represent? I can’t see 
the writing. 

Mr. Stewart. The yellow band is the domestic crude oil production ; 
the red band, the natural gas liquids; the upper yellow band, the crude 
oil imports; and the gray band is the residual fuel oils and other inci- 
dental imports. 

Mr. Ruopes. How do you account for the drop in 1954? 

Mr. Srewarr. There was a slight recession, mostly caused by over- 
production in the previous year, and a slight curtailment in produc- 
tion during that 1 year. 

Mr. Rogers. Mr. Chairman. 

The CHarrMan. Yes. 

Mr. Rogers. Do you have the consumption chart, too? 

Mr. Srewarr. Yes. 

The CHatrMaAn. We will get to that later on. 

Mr. Srewart. Now, this chart [exhibiting chart United States Re- 
finery Operations] shows the refining operations over the years. It 
brings out particularly that the refining capacity of the United States 
has continued to rise and now approaches 9 million barrels per day. 
It also shows that the overall operating of the refineries average for 
the year, this past year, was over 8 million barrels per day. 
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United States refinery operations 


(Thousands barrels per day] 






































Refinery yields from crude runs Refinery crude capacity 
ees aa Nat- | Total a 
, Total | ural | refin- | 
Year | Gas- | Kero- | Distil- | Resid- | Other | crude | gaso- ery | Year Year |Unused 
oline sene | late | ual | and | runs line | output) end aver- | capac- 
| loss | |} age | ity 
= | as - eS a ae 2 ce | 7 | 
| | | | a4 ha . rs 
1038. ...... 1, 414 177 416 | 808 | 377 3, 192 109 | 3,301 | 4,509/ 4,430) 1,238 
00 4... 1. | 1,526; 188 443 | 838 | 396) 3,391)  108/ 3,500 | 4,629 | 4,569 | 1,178 
|, ae’ } 1,524 | 202 | 501 864 445 3, 536 | 108 | 3,644) 4,719 4, 674 | 1, 138 
100%, . 5 je 199 | 518 | 938 498 3, 861 131 | 3,992 | 4,957 4,838 977 
BGR. 8 1, 453 185 | 539 | 983 | 495 | 3,656 155 | 3,810} 4,902) 4,930 1, 275 
1068... | 1,455 198 | 579 | 1,143 | 542 | 3,917 168 | 4,085 | 5,093 | 4,998 1, 081 
gs ERE & } 1,791 214 653 | 1,261 | 632 | 4,551 | 184 4, 735 5,301 | 5,197 646 
1945....... | 1,929 222 683 | 1,286} 591] 4,711 193 | 4,904 | 5,316 | 5,308 | 597 
1946.......| 1,878 286 789 | 1,182 605 | 4,740 172 | 4,912; 5,569) 5,442 | 702 
1947__- | 2,039 302 | 855 |} 1, 227 | 652 | 5,075 194 | 5,269) 6,034) 5,802) 727 
1948. __ 2, 240 333 1,040 | 1,274 662 | 5,549 208 5,757 | 6,439 6, 237 | 688 
1949_- 2, 339 230 | 934 1, 164 | 610 | 5,327 234 5, 561 6, 696 6, 568 1, 241 
1950_- | 2,475 325 | 1,093 | 1,165 | 681 | 5,739 259 5,998 | 6,964] 6,830 | 1, 091 
1951. | 2, 766 | 372 1, 304 1, 286 766 | 6,494 272 6,766 | 7, 333 7, 149 | 655 
1952_ 2, 874 361 | 1,422) 1,240 | 773 | 6,670 284 6,954 | 7, 6389 7, 486 | 816 
1953. | 3,076 338 | 1,447 | 1,233 906 | 7,000} 305] 7,305] 8,007] 7,823 | 823 
Pee | 3, 056 335 | 1, 486 } 1,142 | 939 | 6, 958 | 322 7,280 | 8,421 8, 214 | 1, 256 
1955 | 3,302 326 1, 652 1,152 | 1,048} 7,480 346 7, 826 8, 632 8, 526 | 1, 046 
BOGe #5 5.53% | 3, 513 340 1, 824 1,184; 1,165 8, 026 | 370 8, 396 8,886 | 8, 759 733 
| | | | { | 





{ | ' ! 





1 Preliminary. 
Source: Annual Petroleum Statements, U. S. Bureau of Mines. 


The several bands of color on this chart indicate the yields of the 
various types of products. 

The broad brown band at the base of the chart indicates the yield 
of gasoline, which was approximately 31% million barrels in the year 
1956; the narrow band above that is kerosene. You will note that, 
while gasoline has been increasing continuously the kerosene demand 
and output has remained almost constant. The band above that for 
kerosene is the green band, which is the distillate band that includes 
domestic heating oils and diesel fuels. You will note the marked in- 
crease in the amount of distillates, particularly in reference to the 
relative yields in the years gone by. 

The domestic demands for middle distillates has gone up very 
sharply, partly as a result of the extensive use of diesel fuel and 
partly by the expanded demand for domestic heating oil. 

The residual-fuel-oil band, on fhe contrary, has stayed almost con- 
stant in output, year after year, for the past 6 or 7 years. 

There have been very little increases in the actual number of bar- 
rels of residual fuel oils that were produced. 


ww 


y 
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The “Other and loss products,” as shown in the yellow band at the 
top of the chart, has risen in about the same proportion as the other 
elements. 

Residuals, which I have noted, have stayed in actual barrels aver- 
age per year almost the same figure, but the distillates have increased, 
and gasoline has increased. That is a direct reflection of the exten- 
sive installation and use of catalytic refining equipment that started 
at the end of World War II, but particularly emphasized along in 
the years 1948, 1949, and 1950, with an increase in that type of demand, 
in that type of equipment, in the years 1953-55. 

That simply means that our domestic refiners, with this catalytic 
cracking equipment, are cutting deeper and deeper into the average 
barrel of crude oil, converting more and more of the barrel into high- 
octane gasoline or aviation fuels and for automobile fuels, making 
more and more of the middle distillates or domestic heating oils and 
diesel fuels and leaving as little as possible in the residual fuels. 

That development in this country has been in the nature of very 
real conservation because, instead of burning the valuable crude oil 
under boilers as had been done in the past for so many years, more 
and more of that barrel of crude is now converted into the more valu- 
able and more desirable products of the normal range. 

This is a chart [exhibiting chart United States Drilling Opera- 
tions] which has been before this committee several times. We find 
it valuable in giving a quick picture of the drilling operations of 1 
year as compared to the drilling operations of another year. 

You will notice that in the year 1956 there were approximately 
58,000 wells drilled in the United States, as compared to about 56,000 
wells in the previous year. 

Parenthetically, Mr. Chairman, we will furnish precise figures for 


the record, but for this purpose I simply want to sketch the approxi- 
mation. 


The CHarrman. All right. 
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United States well-drilling operations, 1938-56 


Oiland | Total well | Exploratory 
Year distillate | Gas Service | Dry comple- wells 
| tions 

1938... | 18, 598 2, 066 688 | 6, 141 27, 493 2, 638 
1939__. | 17, 625 2, 198 1, 420 | 6, 474 27,717 | 2 702 
1940___- 19, 125 2, 352 | 1, 947 6, 617 | 30, 041 3, 038 
|, ae | 19, 552 3,007 | 2, 366 | 7, 128 32, 053 3, 264 
1942_..._- 10, 492 2, 068 1, 760 | 5, 504 19, 824 3, 21z 
1943 1__. | 9, 717 1, 782 | 1, 547 6, 385 19, 431 4, 00S 
1944__: 13, 029 3, 067 2, 156 7,010 25, 262 | 3, 618 
OR isin 14, 297 | 2, 899 2, 212 7,471 26, 879 4, 256 
1946__. 15, 851 3, 090 2, 237 8, 051 29, 229 4, 518 
1947__. i 17, 999 3, 305 2, 280 9, 538 33, 122 5, 461 
1948..._. 22, 585 2, 897 2, 270 12, 026 39, 778 6, 877 
1949___ 22, 042 2, 887 1, 382 12, 727 39, 038 7, 204 
1950__- 24, 430 2, 843 1, 249 14, 757 43, 279 8, 554 
1951 23, 453 3, 030 1, 380 16, 653 44,516 10, 302 
1952__. 23, 466 3, 255 1, 482 17, 618 45, 821 10, 552 
1953 25, 762 3, 806 1, 262 8, 449 49,279 11, 062 
1954_._- 2¥, 773 3, 977 1,012 19, 168 53, 930 11, 280 
1955. _. 31, 567 3, 613 760 20, 742 56, 682 12, 271 
1956 3... 31, 158 4,115 1,049 21, 838 58, 160 13, U34 


1943, Petroleum Facts and Figures, API. 
? Preliminary. 


Mr. Stewart. You will notice that the increase in drilling since 
1948 has followed almost a straight line year after year, and we have 
no reason to believe that that increase will not continue into the 
future. 

There is an increase in the number of dry holes. The number of 
wells drilled for gas increased slightly in 1956, but there is no large 
increase. 

You will notice, however, that in the wells drilled for oil that we had 
in 1951 and 1952 approximately the same number of oil wells com- 
pleted in each year, and that was approximately 25,000 wells during 
the year. 

In the following years, 1953, 1954, and 1955, there was a sizable in- 
crease in the number of producing wells completed. 

In 1956, as compared to 1955, however, there was approximately the 
ag Pe es ote 

I don’t want to stress that as indicating a trend of any sort, but it 
is a fact that periodically we will have 2 years in succession where 
there is no particular increase in the number of oil or gas wells. 
However, we do have some increase in the number of dry holes drilled. 

The increase in the drilling in 1956, as compared to 1955 and to the 
previous years, is an indication of the drive that the domestic oil indus- 
try has been making consistently to find new oil in the United States 
and to develop and ‘produc e it to meet the domestic demands. 

Mr. Hare. Mr. Chairman, may L ask: 

What are those years where it drops down? I can’t see them. Is 
that 1942? 


SO9BR5I—H7T 
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Mr. Stewart. 1942 and 1943—those are the war years—when, be- 
cause of the shortage of steel, tubular goods, and manpower, drilling 
was sharply curtailed. You will notice that during the war years there 
was a little increase in 1944, in 1945, and in 1946; then after 1946, 
with more abundant supplies of steel, the drilling increased sharply, 
and has maintained a high level. 

Mr. Hate. The cause of the drop in war years was almost entirely 
due to the shortage of steel ? 

Mr. Stewart. The shortage of tubes, steel, and manpower; the two 
go together. 

Mr. Scuenck. May I ask a question there. 

Is there any significant increase in the number of wells being drilled 
in the offshore shelves ? 

Mr. Srewart. There has been. That shows up only in the last 3 
years. In the year 1956 there was a particular increase in the number 
of those wells. 

Mr. Scuencx. Is there any significance in whether or not those 
wells are producing, or are there more dry holes in the offshore or less 
than there are onshore? 

Mr. Stewart. I wouldn’t guess as to that, sir. If it is of interest, 
I will furnish comparative figures for the record. 

Mr. Scuenck. Very good. 

(The following statistical data on offshore drilling operations was 


supplied by the Office of Oil and Gas :) 


Outer Continental Shelf—Statistical data on offshore areas under Federal con- 
trol (including areas in Federal-State disputed ownership) 


WELL STATUS, AS OF DEC. 31, 1956 


Productive wells 


Drilling ~ | Abandoned 
Adjacent State wells Active Shut-in wells Total wells 








Oil Gas Oil Gas 


194 32 41 86 242 670 





SN ies k cca ici rca 75 
WINN 5 chet sehen bts 1 | 1 0 0 3 19 | 24 
Total wells._.......-. 76| 195 32; 41 89 261 | Bis 





PRODUCTION IN NOVEMBER 1956 














Oil, barrels Gas, thousand cubic Con 'ensate, barrels 
feet 
Adjacent State vo aie iene ieencnariigitianiieiions 
Month Daily Month Daily Mont’ Daily 

averaze average average 
DR sic atenctcowkageas j 909, 021 30,301 | 6,985, 190 232, 840 6A, 992 2, 233 
i eet ee eer oe 857 29 None None None None 
UE ihrkiddiacecaus 909, 878 | 30, 330 6, 985, 190 232, 840 66, 992 2, 233 





Source: U. 8. Geological’Survey, Cofiservation Division. 
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Mr. Hate. Has the steel situation been all right ever since the 
war? 

Mr. Srewarr. Except for the period in the years 1951 and 1952 
during ‘the Korean war, the steel supply has been fairly good. Dur- 
ing that period it was tight. I understand that as of now the demand 
for casing and tubing-—oil country tubular goods—is in excess of the 
supply that is available. But, in the overall problem of supply, I 
think it is not too bad, because there has been an increased number of 
wells drilled. They had to have the tubular goods, so they must have 
gotten them. 

Incidentally, one line on this chart has considerable importance 
that I didn’t mention in the general review. This white line across 


‘threvigh the lower sy of the brown represents the number of wild- 


cat wells in each year. The number of wildcat wells is an indication 
of the saudiebienen ‘of the indus: ry in trying to find new reserves 
of oil. The number of wildcat wells has risen in the past 2 years 
as compared to the years 1951 through 1954, and presumably will in- 
crease again this year 

The domestic stu oil reserves is actually the inventory or the 
indication of how much crude oil we have proven and readily avail- 
able in this country to meet our needs not only currently but looking 
into the future. We have presented this chart [exhibiting chart 
Proved Reserves of Crude Oil in the United States] before you sev- 
eral times. You will notice that these crude oil reserves have been 
rising year after year over the past several years, but the rise each 


year ‘has not been anything like as high as it was in the years immedi- 
ately postwar ; yet there still is a rise. 
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Proved reserves of crude oil in the United States 
(Thousands of barrels] 


RESERVES OF CRUDE OIL, CYCLE PLANT AND LEASE CONDENSATE 


| | i 
| Proved | Actual pro- 


j 
| 
. | Rate: 
Year reserves . | duction dur-| Reserves 


Dec. 31 | ing the year | production 


1938 










oi aN ae ee ~easedaiee teed 17, 348, 146 | ‘‘saaes | 14.3 
1939... Sho bid. testi ddid dle sit : -| 18,483,012 | —-1, 264, 962 14.6 
1940 MEDI el TA ; ...----| 19,024,515 | ‘1, 353, 214 | 14.1 
1941 Sistecar tee oe 19, 589,296 | 1, 402, 228 | 14.0 
1942 ‘ eit dees tk be, .--------| 20,082,793 | 1, 386, 645 | 14.5 
1943 : + See ; pee 20,064,152 | 1, 505, 613 13.3 

} | 
RESERVES OF CRUDE OIL ONLY 

1944 19, 784,530 | 1, 677, 904 | 11.8 
1945 19, 941, 846 1, 713, 655 | 11.6 
1946 20, 873, 560 1, 733, 939 12.0 
1947 21, 487, 685 | 1, 856, 987 11.6 
1948 23, 280,444 | 2, 020, 185 | 11.5 
1949 24, 649,489 | 1, 841, 940 | 13.4 
1950 25, 268,398 | 1, 973, 574 12.8 
1951 27,468,031 | 2, 247, 711 | 12.2 
1952__. 27, 960, 554 } 2, 289, 836 12.2 
1953 J _..| 28,944,828 | 2, 357, 082 | 12.3 
1954 : ; ged bn ; ...| 29,560,746 | 2, 314, 988 12.8 
1955 sae ___| 30,012,170 2, 484, 428 12.1 
19561... ‘ [ __-| 30, 760, 000 | 2, 616, 168 | 11.8 


1 Preliminary. 


Source: Reserves—A. P. 1.—Production—U. 8. Bureau of Mines. 


The crude oil reserves, as they are currently estimated, and these 
are the preliminary estimates, indicate approximately 31 million bar- 
rels for January 1, 1956, crude oil only. 

The Cuarmman. Crude oil only ? 

Mr. Stewart. Crude oil only. 

The Cuamrman. That does not include gas? 

Mr. Srewarr. It does not include the natural gas liquids, which to- 
day are a very important element of our overall petroleum supply. 

The dashed lines across the lower portion of this chart indicate the 
ratio of the proven reserves as of the end of a given year, compared 
to the production in that yea 

You will note that during the es rly part of the war from the years 
1939 to 1941, that ratio was in the neighborhood of 14to1. It dropped 
during the war to a low of about 11.5, thereafter it came up and, while 
it varied some, it is staying approximately on the ratio of 12 times the 
annual production. 

With increasing reserves and increasing production, the precise fig- 
ure given at the end of a certain year gives you a rough idea of what 
the accomplishments really have been, that ratio compares produc- 
tion with actual reserves so that you can see what sort of level we are 
maintaining. From the standpoint of national security, that level 
has stayed satisfactorily steady. 
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Mr. Hate. It has never been as high as 15 to 1? 

Mr. Stewart. Never been quite to it. In 1939, sir, it was up to 14.6, 
but since then it has never been that high. 

Mr. Harz. Never been much below 12? 

Mr. Stewart. It has been down to about 11.5 for the period dur- 
ing and immediately after World War II, and then has risen to 
about 12. 

The CHarrMan. Nevertheless, I think we should know that the con- 
sumption has probably more than doubled in the last 10 years, has it 
not ¢ 

Mr. Stewart. Consumption has risen at a high rate. 

The Cuarrman. And, even so, we have been increasing the available 
proven reserves ; that is true, is it not? 

Mr. Srewarr. Yes, sir. ‘Now, the consumption chart, Mr. Chair- 
man, apparently was left back; we forgot to bring it. We do have 
another chart 

The Carman. I think it is very important for the members to 
know that. So, as well as you know the subject, Mr. Stewart, could 
you give us a description of the consumption chart ? 

Mr. Stewart. The domestic demand, in the year 1956, was 8,827,000 
barrels per day average over the year. The total demand was 9,228,- 
000 for the year 1956. That compares with the 1954 total demand 
of 8,079,000—pardon me—8,108,000, and, in 1950, a demand of 6,812,- 
000. 

The Cuatrman. Is that a total demand, or is that a domestic de- 
mand ¢ 

Mr. Srewart. Total. 

The Cuatrman. What do you mean by total demand? 

Mr. Stewart. The total domestic, plus a small amount of exports 
that were included. And, going back to the first postwar year, 1946, 
the demand was 5,331,000 barrels. 

The Cuatrman. As compared with 1956, 9 million plus? 

Mr. Stewart. 9,228,000. 

The Cuatrman. You will put the chart referred to in the record, 
for the benefit of the committee ? 

Mr. Srewart. We will put the charts, plus the data sheets that we 
will have available. 

(The chart, United States Oil Supply and Demand, and its accom- 
panying table, supplied by the Office of Oil and Gas, are included 
herein on pp. 50 and 51.) 

Mr. Stewart. Along with the production and the demand, we have 
this stock chart [exhibiting chart, United States Oil Stocks, End of 
Year] which indicates the accumulation of all the refined stocks and 
crude-oil stocks in the several years. 
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United States oil stocks 


[Thousands of barrels] 





Natural Refined Total | Grand Number 

End of year Crude oil gasoline products | refined | total of days 

oils supply 
1930__. 411, 882 3, 100 251, 680 254, 780 | 666, 662 | 241 
1931... 370, 194 2, 825 258, 879 | 261, 704 631, 898 | 242 
1932__. 339, 875 | 3, 203 249, 116 | 252, 319 | 592, 194 244 
1933... 354, 223 3, 680 244, 295 | 2 22! 
1934__. 337, 254 4,216 | 222, 682 19 
1935 314, 855 3, 698 223, 361 | lft 
1936... 288, 579 4,055 226, 595 | 146 
1937 320, 338 4, 758 239, 901 154 
1938. 290, 632 4, 830 272, 241 | 146 
1939 253, 308 4, 421 268, 109 | 132 
1940 276, 615 5, 704 280, 958 137 
1941 __ 257, 678 4, 437 294, 310 | 118 
1942__ 245, 754 4, 632 247, 554 114 
1943 249, 404 4, 541 229, 362 | uy 
1944_ 226, 770 4,451 245, 868 | st 
1945___ 223, 259 4,322 235, 998 | SS 
1946_. 230, 176 4, 981 271, 937 | 85 
1947___ 230, 654 4,296 265, 850 7 
1948. 5, 279 343, 537 4] 
1949__. 6, 831 342, 932 | 87 
1950___ 7, 355 326, 892 | i4 
1951... 8, 186 370, 140 78 
1952... 7, 807 394,019 | 75 
1953_.- 10, 428 440, 634 51 
1954 14, 038 442, 510 74 
1955... 13, 564 435, 685 s 
1956 1. 20, 500 471, 600 71 

1 Preliminary. 


Source: Annual petroleum statements, U. S. Bureau of Mines. 


You will notice that the crude-oil stocks have remained at a fairly 
steady level. They have ranged from 255 million to approximately 
275 million barrels over the 6 years. 

The refined-product stocks, however, have shown a continuouse rise, 
and against that we have the so-called days’ supply chart, which, in the 
past 10 years, has been averaging in the neighborhood of 70 to 80 days’ 
supply. 

Now, that ratio is designed to reflect the sufficiency of the stocks as 
compared to the rising demand. You will notice that since World 
War IT the days’ supply has been substantially steady. 

At this point perhaps it would be interesting to give you some idea 
of the domestic crude-oil production as compared to the free world 
produc tion. 

This chart [exhibiting chart Free World Crude Oil Production | 
shows, in parallel columns, the free world crude-oil production for 
the Western Hemisphere in the tall column, and for the Eastern 
Hemisphere in the short column with the blue base. 
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The United States portion of the Western Hemisphere’s production 
is this lower section in the gray stripe. You will notice how the United 
States production has risen, particularly since 1948, at a consistently 
high rate. 

It dropped off some in 1954, but resumed that rise in 1955 and 1956. 

The Venezuelan production, which is the lighter gray band above, 
shows prewar a very small production, and a production that sub- 
stantially trebled postwar. 


Free world crude-oil production 


[Barrels per day] 


! 


























| | | | | 
1988 | 1945 1946 | 1947 1948 1949 | 1950 
United States__ .- |3, 327, 000 |4, 694,945 /4, 750, 500 |5, 087. 600 15, 519,600 (5, 046, 400 |! 5, 407, 100 
Canada. .-.......-- aeaeieaaninente 19,085 | 23,241 | 20,800 \ 21,100 | 33, 600 58, 400 | 79, 800 
Venezuela____.- : 515, 545 885, 359 |1, 064, 400 /1, 191, 500 m0 |" 338, 800 {1,321,400 | 1, 498, 000 
Other Western Hemispliere....| 113,063 | ° 347, 915 | 349,800 | "381, 600 | "392,300 | “417,100 | "465, 290 
Total Western Hemi- , 

WO iastie ced. \3, 974, 693 \5 , 951, 460 |6, 185, 500 | \6, 681, 800 | 7, 284, 300 i6, 843, 300 | 7, 450, 100 
Middle East. _- | 328, 241 392,214 702, 300 | 839, 300 |1, 138, 700 {1,401,400 | 1, 755, 700 
Other Eastern Hemisphere.._..| 237,504 | 94, 186 62, 500 | 109, 000 | 214, 000 279, 700 324, 900 

Total Eastern Hemi- | | 
SS -.. | 565, 745 626, 400° _764, 800 | 948, 300 |1, 352, 700 1, 681, 100 | 2. 080, 600 
= SSE ee =—= |=- =— 
Free world total_..-....-- \4, 540, 438° \6, 577, 860 |6, 950, 300 | 7, 630, 100 8 637, 000 |S, 524, 400 | 9, 530, 700 
| | 
= 5 = -- wa 
| 1951 | 1952 1953 1954 | 1955 j 1956 ! 
hese ea em — pie | Se 3 a 
| 
ree 6, 158, 100 6, 256,400 | 6,457, 700 6, 346, 100 7, 148, 000 
Canads. 2sucis202.. oes os Be 130, 500 166, 900 | 221, 600 | 263, 200 | 458, 000 
| i | 1,704,700 | 1,804,000 | 1,765,100 | 1,895,400 | 2,155, | 2,415, 000 
Other Western Hemisphere_--} 498, 400 | 501, 200 | 507, 500 | 554, 900 591, 000 | 618, 000 
| Ai - “ aati i eae a a | = 2 — ' denen “ ile - od aes 
Total Western Hemi- | | | 

SIE tans sipecnimnentiansibie 8,491,700 | 8,728,500 | 8,951,900 | 9,058, 700 | 9,908,000 | 10, 689, 000 
Middle East______ __.| 1,930,800 | 2,083,700 | 2, 423, 900 | 2, 739, 300 | 3,281,000 | 3, 457, 000 
Other Eastern Hemisphere 373, 100 | 404, 600 451, 800 | 477, 900 | 493, 000 | 632, 000 

Total Eastern Hemi- | | | 
sphere._...-....--...-] 2,303,900 | 2,488,300 | 2,875,700 | 3,217,200 | 3,774,000} 4, 089, 000 
Free world total..____-.| 10,795,600 | 11,216,800 | 11,827,600 | 12,275,900 | 13,682,000 | 14,728 :, 000 


i Preliminary. 


Some of the other areas in the Western Hemisphere have likewise 
increased. Canada is this red band, and whereas prewar it was hardly 
discernible on the chart, on a chart of that scale, it is now up toa sub- 
stantial figure and continuing to rise. 

This top band represents other Western Hemisphere areas, Mexico, 
Latin America in general except for Venezuela, and some of South 
America. 

In contrast to the domestic production, the foreign free world pro- 
duction, starting at a low level at the end of World War II, has 
gradually inc reased, and increased at a rather higher rate than the 
increase in the United States. 

The blue band is important from all aspects, and particularly more 
important in the recent problems. That represents the rising pro- 
duction of the Middle East. That includes all of the countries in 
and around the Persian Gulf that are supplying oil to the free world. 
It is the interruption to those supplies to Europe that is causing the 
serious difficulties there. 
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The Cuairman. Just 1 minute, please. Will you hold that? 

All right, Dr. Neal. 

Mr. Nrau. May I-ask, please, why you eliminate Venezuelan pro- 
duction in your discourse relative to Latin America ? 

Mr. Srewart. We set Venezuela out in this band [indicating], 
Doctor, because it has a substantial daily production, currently run- 
ning about 2,700,000 barrels per day, whereas the other countries in 
the Western Hemisphere have a relatively small production. 

Mr. Neat. The Venezuelan production is not included in the Ameri- 
can production ? 

Mr. Srewarr. No. It is set out here as a special band in the West- 
ern Hemisphere. 

Mr. Neat. Thank you. That’s all. 

The Cuarrman. Did you say blue was the United States produc- 
tion ? 

Mr. Srewart. The blue represents the production in the Middle 
East. 

The Cuatrman. The Middle East? 

Mr. Srewart. As a whole. The pink column is the miscellaneous 
production in Europe, in Indonesia, and sg on. 

The Cuatrman. The other part is the’ Western Hemisphere ? 

Mr. Srewart. The tall columns are the Western Hemisphere. 

Mr. Friepex. It shows about twice as much of the Western Hemis- 
phere as all of the Middle East; would you say about twice as much? 

Mr. Srewart. For example, in 1956 the rest of the free world in 
the Eastern Hemisphere produced 4,089,000, average; whereas the 
Western Hemisphere produced 10,639,000. 

Mr. Friepet. Well, the United States in that lower gray band 

Mr. Stewart. The gray band, this gray band is the United States. 

Mr. Frrepet. How does that compare with the Middle East per- 
centagewise ? 

Mr. Stewart. It is about twice the production of the Middle East. 

Mr. Frrepet. About twice? 

Mr. Srewarr. About twice. 

Mr. Rocrrs. Would the gentleman yield ? 

Mr. Friepex. Yes. 

Mr. Rogers. That does not indicate the comparison of oil reserves 
as between the Middle East and the United States? 

Mr. Stewart. No; there is no comparison there. 

Mr. Rogers. In other words, our 01] production, or the oil production 
in the Middle East, rather, is it coming out of an infinitesimally 
smaller amount of wells as compared to the number of wells that are 
being produced in this country ? 

Mr Srewart. That is correct. But, in addition, in the Middle East 
the number of fields so far drilled and developed is very small because 
the domestic deposits are so prolific, that to meet the Eastern Hemis- 
phere’s demands a few wells in a lush field does the work. 

Mr. Roserts. Will the gentelman yield ? 

Mr. Rogers. Yes. 

Mr. Roserts. Do you have any figures, Mr. Stewart, as to the per- 
centage, that is, comparing production in the Middle East now of 
proven reserves; in other words, how much of the oil has been tapped 
there, percentagewise? Do you have any figures? 
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Mr. Srewarr. A positive answer to your question, ‘sir, simply can- 
not be given with any assurance. We ave a wide range of estimates 
on the Middle East reserves. They range from estimates that may be 
conservative, as conservative as we use in this country on reserves, to 
rather optimistic guesstimates, but it would appear that somewhere in 
the relphbothoad of 5 to 7 percent of the Middle East reserves have 
been tapped, as compared to probably 60 percent of our own. 

Mr. Roserts. Thank you, sir. 

Mr. Avery. Mr. Chairman. 

The Cuarrman. Mr. Avery. 

Mr. Avery. As I understood you, Mr. Stewart, all the columns on 
the chart refer to all reserves in the free world? 

Mr. Stewart. The last chart. 

Mr. Avery. I wasn’t sure. 

Mr. Stewart. Production. 

Mr. Avery. Crude oil production in the free world ? 

Mr. Srewart. Yes. 

Mr. Avery. Counting all the Middle East in the free world, in that 
category ? 

Mr. Stewart. Yes. 

Mr. Avery. Is there not—not for particular identification this 
morning—but is there any estimate on the oil production not in the 
free world ? 

Mr. Srewarr. We do have estimates of the oil production in the 
Soviet countries, behind the Iron Curtain. 

Mr. Avery. That is, as to production and reserves, both? 

Mr. Srewarr. Not on reserves, but we do have estimates on the pro- 
duction, and currently it would appear to be running now about 1,600,- 
000 barrels a day in Russia. 

Mr. Avery. Is that in Russia, or is that in all of the area behind 
the so-called Iron Curtain ? 

Mr. Srewarr. It is substantially the whole area behind the Iron 
Curtain, because besides Russia, the production is comparatively 
small. 

Mr. Avery. Would it be appropriate, Mr. Chairman, to ask that 
such information be furnished for the record, if that is in keeping with 
the jurisdiction of the committee. 

The CHarrman. What do you mean, “such information” ? 

Mr. Avery. As to the estimated reserves and production behind the 
Tron Curtain. 

The Cuatrman. Well, he has just given it to you; he couldn’t give 
the reserves. 

Mr. Avery. It was more or less of a speculative thing; what figures 
Mr. Stewart may have which would be appropriate to have included 
in the record. 

The Cratrman. I understand anything he gives us is purely esti- 
mate, from what limited information you have ? 
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Mr. Stewart. We will supply that, sir, on the basis of the limited, 
sketchy information we have, particularly with respect to reserves. 

Mr. Avery. Thank you. 

The Cuarrman. Some of this committee were in Rumania about a 

year and a half ago. We went out to the Ploesti fields and refinery 
there. We got the gn ig that there was greater production in 
that area behind the Iron Curtain than any other one locality. Is that 
your information, or not ? 

Mr. Stewart. I think the Rumanian production is still substantial, 
but since I don’t have the precise figures on Rumania, and Russia it- 
self, I think I had better furnish those for the record. 

The CuarrmMan. Will you do that, and indicate in the record, if you 

‘an, W here i in Russia there is oil production. 

Mr. Stewart. Yes, sir. 

The CrHairman. Insofar as your information is concerned, 

Mr. Srewarr. I will, insofar as I can give it to you, but I think 
you will realize what we have is sketchy. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. Mr. Stewart, will it be possible for you to furnish 
detailed information for the record, country by country, relating to 
the figures you have given, in an overall or general way ? 

Mr. Stewart. Yes. 

(Information on the estimated crude oil production in 1956 for the 
U.S. S. R. and satellites, as supplied by the Office of Oil and Gas, 
follows :) 


U.S. 8S. R. and satellites estimated crude-oil production, 1956 


: . r 
| Produc- | Midyear Produc- Midyear 
| 





tion | 1956 re- Country } tion 1956 re- 
| serves ! serves ! 
| Thousand | | Thousand 
barrels Million barrels Million 
| daily barrels | daily barrels 
We Wk ola ale ...| 2.1, 680,000 10, 500 || Bulgaria. Re ed caaee 5, 000 | 
I ici iciacssmadesctine seh bedi 223. 000 550 |; Poland._-__- bites 3, 500 | 20 
NE vin cna aacsadcueaaiet 25 000 140 || Czechoslovakia.._----____| 3, 000 | 9 
China. __- eR. 24, 000 200 |__| 
Albania - - - _. peadbines 6, 000 | 23 Tetal....-...-......-| £2 Se 11, 443 





1 World Oil, Aug. 15, 1956. 


2 About 60 percent from Ural-Volga regian; limited production from central Asia and Sakhalin Island 
balance from the Caucasus region, 


Mr. Wotverton. Not only with respect to the Middle East, but for 
all the countries of the world concerning which you have information 
including all sources of production of oil ‘by country. 

Mr. Srewart. We can provide that. 
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(Data on free world crude oil reserves and production of crude oil 
by countries and by areas for the year 1956 is as follows :) 


Free world proved crude-oil reserves and production of crude oil, by countries 


and by areas, year 1956 


| Crude oil Crude oil 
| Teserves | Production 
Tan: 4, 1086+) year 1956 2 


pt Billion | 


Crude oil | Crude oil 
| reserves | production 
Jen. 1, 1956'| year 1956 3 





Thousand || Billion Thousand 
North America barrels | barrels daily || Africa: | barrels barrels daily 
United States-._- j 31. 491 37, 148.0 Algeria. | . 005 6 
Canada | 3. 170 464.9 Egypt . 150 | $2.0 
Mexico_- | 1. 900 253. 0 Morocco 014 | 2.0 
Total, Total, Africa... | . 169 | 34.6 
America | 36. 561 7, 865.9 = — 
= : Middle East: | 
Caribbean: } Bahrein_ } . 200 30.0 
Colombia 580 120.0 Tran. 27. 000 538. 0 
Cuba : 003 | 1.6 Traq -- 18. 000 633. 0 
Trinidad -. | 280 79.0 Israel . 050 6 
Venezuela - 12. 000 2, 450.0 Juwait__- 34. 000 987.0 
- Qatar 1. 500 127.0 
Total, Caribbean 12. 863 2, 650. 6 Neutral zone _ . 500 39.0 
: Saudi Arabia 36. 000 1, 000. 0 
Other Western Turkey .100 6.4 
phere: 
Argentina - - 400 83.1 Total, Middle East. 4117. 350 3, 361, ( 
Bolivia 050 8.7 : = 
Brazil _- 027 11.0 || Other Asia: 
Chile 025 9.6 Burma -- 045 4.5 
Ecuador 250 9.7 India . 060 1.2 
Peru --... 225 49.8 Indonesia 2. 300 257.0 
- Borneo (British) 500 | 116.0 
Total, other West- Jopan 022 ; 
ern Hemisphere. 977 171.9 New Guinea . 050 7.2 
== Pakistan_.. . 022 5.1 
Total, Western 
Hemisphere. 50. 401 10, 688. 4 Total, other Asia. - 2. 999 405. 0 
Free Europe: Total, free world 172. 154 14, 679.8 
Austria 400 64.8 
France - - 120 25.0 
Italy -- 110 11.4 
Netherlands _ 100 20.5 
United Kingdom 005 1.1 
West Germany. 500 68.0 
Total, free Europe 1. 235 


190.8 


| 


{ 


1 Oil and Gas De ceilapetint and Produetion, American Institute of “Mining and Metallurgical Engineers 


2 The Oil and Gas Journ: 
3 Bureau of Mines. 


il, Jan. 


28, 1957. 





4 Wallace E. Pratt had indicated 230 billion barrels of rese rves for the Middle E 
for the free world. (See Peaceful Uses of Atomic Energy, vol. 2, January 1956, U 
Office, No. 70101. 


fast and 306 billion barrets 
. 8. Government Printing 


Mr. Wotverton. May I inquire further, if it is not appropriate 
to inquire, and I base my question upon the surprise that I have felt 
that you are able to give estimates of Russia’s production; how it is 
possible for us to speak with any degree of certainty with respect 
to what the reserves of Russia are, and what its production is, in view 
of the fact that in every other activity it seems as if there is an intent 
upon the part of Russia to keep us in the dark ? 
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Mr. Srewarr. Over the years, sir, there has been information avail- 
able, much of it from Russian sources, on what their production was, 
and by watching that information very carefully we were able to get 
a fair figure on Factual production. We have some idea of the areas, 
the regions from which that production is coming, part of it from 
their own publications, but nothing precise. 

Mr. Wotverton. I can readily realize that there was a period when 
that information would be more available than it is at the present 
time, but having in mind that our production has gone up and our 
proven reserves have been increasing, | would assume that the same 
may be also true of Soviet Russia, as well as its satellites, and I was 
wondering, therefore, to what extent our present information could 
be anywhere helpful. 

Mr. Stewart. | think we have enough information, Mr. Wolverton, 
to give you some figures that will have a reasonable degree of relia- 
bility. 

Mr. Wotverron. Very well. I will take your word for that. 

Mr. Stewart. We will give you what we can. 

The'Cuatrman. Mr. Springer. 

Mr. Sprincer. Mr. Stewart, I would like to cut this thing rather 
concisely, if there is any way to do it, and I am not sure the commit- 
tee has got this picture yet, the overall picture. 

Let us just take a circle with 100 percent—we will take reserves of 
the world, proven reserves that we know—what percentage of that 
circle, or that pie, of the reserves is in the free world ? 

Mr. Srewarr. Not knowing precisely what reserves are behind the 
Tron Curtain—— 

Mr. Sprincer. | just want an estimate—I want to get a picture of 
that. 

Mr. Srewarr. Including the Middle East in the free world, the 

ratio of free world reserve to Russia is probably very high. 

Mr. Sprincer. That is not cutting the pie. We would ‘like to do 
it if we can—I would like to. What percent, on the basis of 100 
percent, oil reserves of the world are in the free world? If we can 
get to that point. 

The Cuarrman. Will you yield to me first on that 4 

Mr. Sprincer. Yes. 

The CuHarrman. In order that we might understand, would you ex- 
plain what you mean by that—well, explain the phrase as to what 
area of the world is not included in the free world. Explain that. 

Mr. Sprincer. That is probably better, to confine it. Let us take 
all of the area not included in Communist Russia and the present 
satellites of Russia, which would include Poland, Czechoslovakia, 
mae Rumania, and Bulgaria. 

Mr. Srewarr. We have here {exhibiting chart World Crude Oil 
Reserves (Estimated)] crude-oil-reserve estimates on the United 
States, other Western Hemisphere, Middle East, and Soviet Union 
and those satellites. 
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World crude-oil reserves, Jan. 1 


[Billions of barrels] 






































| | 
| 1935 | 1940 | 1950 | 81 1951 | 1952 1082 | 1953 | 1954 | 1955 | 1956 
Western Hemisphere: | | Belt Oe | i 
United States of America-_-.._.._-- | 12.2 | 18. 5 | | 20.5 | 24.6 | 25.3 | 27.5 | 29.0 | 29.6 | 30.7) 31.5 
Others_--_--- . : ALi ae 3.1 7.5 12. -6 | | 13.2 12.1 12.2 | 15.2 | 17.2 18.9 
Subtotal__..- sanceapacsnaaas) 16,2 | 21.6 | 98.0) 87.2} 985 | 90.6 | 41.2 | 44.8 | 47.9] 50.4 
Eastern Hemisphere: wee | 
Middle East: | 
Bahrain ; | ‘ RY LSP 5S Oh OF 8 —- a 
Iran__-. ; 2.2) 3.5] 55) 7.0] 13.0] 15.0 | 15.0] 15.0) 15.0); 27.0 
wee 3. ci: * 1} 1.5] 265) 40] 56.1 9.0 | 10.0 | 12.0 | 14.0 | 14.3 18.0 
Kuwait _- | 4.6 | 11.0] 15.0 | 15.0 | 20.0 | 22.0 | 33.0] 34.0 
Qatar _- 4] 1O} 1.2) 15] 15 1.5); 165 
Saudi Arabia e ----| 2.0] 9.0 | 10.0 | 12.0 | 16.0 | 28.0 | 36.0) 36.0 
Neutral zone (K-S.A.)- es | wwleogundivmrtes apbalans Pickene bevas nitude 4 5 
Turkey~.-.. ; sac | F | ‘ | Hs denclsnenae at 
Subtotal 3.7| 6.0| 15.7 | 32.4 | 48.2] 53.5 | 64.8 | 80.8 |100.4 | 117.3 
Others (except U. S. S. R. and | | 
satellites) aie : 1.5 2.3} 1.0] 2.0 1.7 2. 5 | 2. 6 | 3.3 3.7 4.4 
_ Free world total......-. 20.4 | 29.9 | 44.7 a | 71. 6 | 88. 4| 95. 6 1108. 6 1198, 9 |152.0 l 172.1 
U. 8.8. R. and satellites ____- | 30] 5.0) 65] 48) 59) 81) 96 | 9.7} 10.4) 10.9 
Weed wk) ohio» 23.4 | 34.9 | 51.2. | 76.4 | 94.3 {103.7 js. 2 138 6 |162.4 | 183.0 
| | 











This band of red on the chart indicates the comparison of the Soviet 
dominated petroleum reserves as compared to the overall reserves of 
the free world. 

One of the problems involved in this is that the Middle East figures— 
well, they are substantial. We have no assurances that the “Middle 
East alone isn’t double the width of this band. This figure is a very 
conservative figure. 

Mr. Springer. What I am putting down, then, for the record is 
that roughly one-ninth of all of the known reserves in the pie are be- 
hind the Iron Curtain. Am I right? 

Mr. Srewart. That is a fair figure, but we will have that checked 
and supply it. 

(The information, as supplied by the Office of Oil and Gas, is that the 
U. S. S. R. and satellites have about 6 percent of the world crude- 
oil reserves. ) 

Mr. Sprincer. What percentage of this pie is contained in the Near 
Kast ¢ 

Mr. Srewart. Four-fifths of it, at least. We will supply that 
figure. 

Mr. Rogers. Is that four-fifths of the entire oil reserve ? 

Mr. Sprincer. That is what I am trying to get for sure. I am not 
sure that his answer isthat. Is your answer, then, that 80 percent of all 
of the known reserves of the world are in the Near East area? 

Mr. Stewart. That is the present appearance. Let me see if I 
have that information. 

Of the indicated reserves, Mr. Springer, for January 1, 1956, in 
the United States, 3114 billion. The other Western Hemisphere i is 
19 billion. The Middle East, 117 billion. The other Eastern Hemis- 
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phere, 4.4 billion. The Russian-dominated areas, 11 billion out of 
a total of 183 billion. 

Mr. Sprincer. Does that come out approximately four-fifths, ac- 
cording to your figures ¢ 

Mr. Srewart. No. About two-thirds on that basis. 

Mr. Sprrncer. Your best estimate, then, for the record is that two- 
thirds of all of the known oil reserves in the world are in the Near 
Kast area ? 

Mr. Srewarr. On a very conservative basis, Mr. Springer. ‘The 
four-fifths appears to be more logical. Two-thirds is on the basis of 
our estimate. 

Mr. Sprincer. I just want to be sure upon these figures because this 
is of the utmost importance because we are fighting over this particu- 
lar oil area. I want to be sure that we got the reserve figure because 
that is what they are all fighting for, obviously. 

Mr. Rocers. The figures that you gave us on the present oil reserves 
in the Near East is almost double what the estimates were in 1950; 
are they not? 

Mr. Srewarr. Yes, sir, partly because of additional fields devel- 
oped, and partly by additional development in older fields that gave a 
clear impression of what the reserves actually were. 

Mr. Friepext. Will you yield for one question ¢ 

Mr. Sprincer. Yes. 

Mr. Frrepet. Are you speaking of the untapped resources, too / 

Mr. Stewart. No. We are trying to confine it to proven reserves. 

Mr. Sprrncer. Did you have another question ¢ 

Mr. Frrepet. That is all. Thank you. 

Mr. Sprrncer. Mr. Stewart, do you personally have anything to do 
with the establishment of policy insofar as supplying of oil from the 
Western Hemisphere is concerned? I am talking about the United 
States—as to the present situation where there is a deficiency in Eu- 
rope—do you have anything to do with policy ? 

Mr. Srewart. Yes, sir. 

Mr. Sprincer. Has there been a policy established with reference to 
the shortage now existing in the European area? 

Mr. Stewart. Yes, sir. 

Mr. Serincer. Will you state what that policy is? 

Mr. Srewart. Briefly, that policy was to attempt to provide from 
the Western Hemisphere as much oil as could be moved by tanker to 
Europe to meet the deficit there caused by the blockage of the Suez 
Canal. 

Mr. Serincer. Will you state approximately on what date that pol- 
icy was established? I do not say the exact date but approximately. 

Mr. Stewart. That policy grew up, Mr. Springer, through last 
year. 

Mr. Sprincer. Beginning about what time in 1956? 

Mr. Stewart. Beginning in—the initiation of the studies began in 
March of 1956. I think perhaps I can lead into what is in your mind, 
s1r——— 

Mr. Sprincer. All right. 

Mr. Stewart. If I give a brief résumé of the development of the 
Middle East problem and the oil shortage of Europe. 

Mr. Sprincer. All right. May I ask this preliminary question and 
then I will cease and allow you to go ahead with your statement. 
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Was this policy established before the Suez crisis arose ‘ 

Mr. Srewarr. Yes, sir. 

Mr. Sprincer. Now you may go ahead. 

Mr. Srewarr. I spoke too fast, Mr. Springer. It was established 
before the Suez Canal was blocked, but it was crystalized after the 
nationalization of the canal on the 26th of July. 

Mr. Sprincer. I beg your pardon? Mr. Reporter, would you read 
the answer to that question / 

(Answer was read.) 

Mr. Sprincer. Then really this policy began between the national- 
ization of the canal and the blockading of the « ranal; am I right? 

Mr. Srewarr. Yes, sir. 

Mr. Sprincer. So then it does begin in July of 1956, not March— 
am I correct about that ¢ 

[ am not trying to trap you, just trying to get it correct. 

Mr. Srewarr. I think if I give you some of the bac ‘kground informa- 
tion, you will have a better understanding of what I mean. 

Mr. Sprincer. Proceed. Maybe that will enlighten us. 

Mr. Srewarr. Early in 1956 we had enough information coming in 
from the Middle East to convince the State Department and us that 
trouble of some sort was brewing. 

In March we started an analysis of the petroleum-supply problem 
for the free world and, particularly for Europe and North Africa, 
if there was a stoppage of any sort in the supply from the Middle East. 

We did not know what that stoppage might be, but we began to make 
our reviews and analyses of what the effect would be of suc hi a stoppage. 

We found after a few weeks that European countries were likewise 
concerned and were making their own estimates. 

I went to London and Paris in the middle of June, and spent the last 
of June and the first of July in those areas learning all I could and 
discussing everything I could with the petroleum people of NATO 
trying to get as clear an idea of the European problem potentially 
I could get for our own use. 

I got back about the latter part of July, just prior to the national- 
ization of the canal. 

In the meantime, in the office we had carried forward studies on 
the petroleum requirements to maintain anything like healthy econ- 
omies in Western Europe, to determine how much oil would be needed, 
and to analyze to the extent we could what other sources of oil there 
might be available to meet the European demand. 

On our own demands we had no concern, because we have had contin- 
uously over the years a very substantial reserve-producing capacity 
which means that domestically we were all right and we would have 
some capacity to use in meeting European requirements. 

When the canal- 

Mr. Springer. May I interrupt at that point? How much of that, 
as the result of this survey from March, May, June, and July did you 
estimate that the economy of this country and the oil industry could 
produce to meet 2 proposed shortage in the European area—approx- 
imately how much—in addition to our own economic needs of this 
country ? 

Mr. Stewart. On the basis of all of the information we could get 
domestically, we estimated that we could supply a million one hundred 
thousand barrels per day, if necessary, from the United States. 








30 PETROLEUM SURVEY 


Mr. Sprincer. One million? 

Mr. Stewart. One million one hundred thousand barrels per day 
from the United States, without interferring in any way with our own 
domestic requirements. 

Mr. Sprincer. You may go ahead now. 

Mr. Stewart. When the canal was nationalized on July 26, it be- 
came very apparent that we were then facing a possible interruption 
of some sort because of the rising tide of Arab nationalization ideas. 
We still had no idea of what might happen, but because of the pending 
threat we took advantage of the voluntary agreement relating to for- 
eign petroleum supply, that had been in effect substantially from the 
time of the Abadan crisis in 1952, to establish under that a plan of 
action under which we could establish a committee of oil companies 
having foreign operation and having substantial tanker tonnage. 

We asked that committee to analyze promptly the free world pe- 
troleum requirements and the free world’s production available to 
meet those requirements. 

Along with it, the transportation capability, primarily of tankers 
to meet the free world’s needs. 

It became apparent very quickly in this analysis that the problem 
was essentially a tanker problem because an interruption in the Mid- 
dle East, whether it was a cutoff of transportation, as it proved to be, 
or reduction in supply, would require the redeployment of the world’s 
tanker fleet. 

And we set up estimates on various bases trying to get some sort of 
a picture what we might be facing. 

During that period, from July 26 until the last of October, we 
were working on the assumption that the free world action, particu- 
larly the actions of our NATO allies and ourselves, would be care- 
fully coordinated and that we would meet that problem as a group. 

Mr. Sprrnecer. At this point, did you assume—I have listened to you 
closely—that there would be no action taken by our NATO allies with 
reference to the canal—any abrupt military action—were all of your 
assumptions based on that? 

Mr. Stewart. Yes, sir. 

Mr. Sprincer. Go ahead. 

Mr. Stewart. During that period, from July 26 to the last of Octo- 
ber, there was developed a policy with respect to supplying Europe in 
the event of a loss or interruption of supplies from the Middle East. 
That policy gradually developed over that period of time, but from 
the beginning it was apparent that, if we were to have a strong NATO 
alliance which is actually our first line of defense against Communist 
aggression, the Western Europe requirements would have to be met 
substantially in full, if that economy was to be kept strong and in a 
position to continue to serve as effective allies. 

Mr. Sprincer. Now, Mr. Stewart, this question: When our NATO 
Allies intervened in the Suez Canal by military force, at that point did 
you assume that the pickup that would have to be made in the de- 
ficiency for Western Europe would all have to be supplied from the 
Western Hemisphere ? 

Mr. Stewart. No, sir. 

Mr. Sprincer. You figured then that a portion of this could still be 
continued from the Near East? 

Mr. Stewart. Yes, sir. 
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Mr. Sprincer. How much did you think would have to be picked 
up from the Western Hemisphere ? 

Mr. Srewarrt. In the beginning we assumed that between 800,000 
barrels per day and 1,100,000 barrels per day might have to be supplied 
from the Western Hemisphere. 

Mr. Sprrncer. Has that worked out actually according to your 
estimates ? 

Mr. Stewart. No. 

Mr. Sprincer. Will you state about that? 

Mr. Srewart. The supply from the Middle East that has been de- 
liverable to Europe has Soa better than we assumed. 

Mr. Sprtncer. As of today, February 7, 1957, how much of the 
deficiency for Western Europe must be supplied from the Western 
Hemisphere ? 

Mr. Stewart. The current supply moving from the Western Hemi- 
sphere to Western Europe and North Africa is in the neighborhood 
of 1,200,000 barrels per day. 

Mr. Sprincer. Is that figure that you say is being supplied today suf- 
ficient to make up the deficiency needed in Western Europe so that 
their economies may remain normal ? 

Mr. Stewart. The supply is short. 

Mr. Sprincer. By how many barrels? 

Mr. Srewart. Currently it is short about 250,000 barrels per day of 
residual fuel oil. 

Mr. Sprincer. You do not mean crude—off the record. 

(Off the record. ) 

Mr. Stewart. Actually the shortage is primarily residual fuel oil. 
Crude oil equivalent. Crude oil would be a big help but it is about 
250,000 barrels a day of heavy fuel oil. 

Mr. Srprincer. You said “residual fuel oil”? 

Mr. Stewart. Residual fuel. 

Mr. Rocers. Will you yield ? 

Mr. Sprincer. Yes. 

Mr. Rogers. Residual fuel-oil shortage that you talk about could be 
better supplied by Venezuelan oil than by United States crude, couldn’t 
it, Mr. Stewart ? 

Mr. Stewart. Yes, sir, it would be. 

Mr. Rocrers. Thank you. 

Mr. Sprrncer. Mr. Stewart, this 250,000 barrels a day is what per- 
centage of the normal use needed in Western Europe for normal 
economy? What percentage is that ? 

Mr. Stewart. About 8 percent, sir. 

Mr. Sprincer. What plans do you have as Director of the Office 
of Oil and Gas to make up that deficiency for Western Europe within 
the next 60 days? 

Mr. Srewart. We have no positive plans, sir, because we are not 
in a position to initiate a plan and carry it out. 

Mr. Sprincer. Would you tell me why this needed oil of 8 percent 
of which they are short cannot be supplied? Can you give the reasons 
why it cannot be supplied? Is it tanker deficiency or that we just 
do not have enough gasoline and oil, or what is it ? 

Mr. Stewart. It is a combination of factors. 

Mr. Sprincer. Would you put those factors in the record ? 
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Mr. Srewart. The base problem is in tanker capacity. With tank- 
ers required to move around the Cape of Good Hope, in that long run 
from the Persian Gulf to Europe, the carrying capacity of the tanker 
is relatively low, as compared to the prior route where it went from 
the Persian Gulf through the Suez Canal and the Mediterranean. 

The amount of oil available by tanker from the Middle East has 
been somewhat higher than we had anticipated and figured it could 
be. There is more efficiency in the tanker fleets than we had dared 
to estimate in the beginning. 

Mr. Springer. Let me ask you this, do you intend to supply from the 
Western Hemisphere that approximate 200,000 barrels which Europe 
is short today 4 

Mr. Srewarr. We would like to see that supplied from the United 
States. There is no way that we can force it. But we would like 
to see that much oil go from the United States. 

The Cuamman. Will you yield there / 

Mr. Sprrncer. I will but I have 1 or 2 more questions. I will yield. 

The CHarMAN. You mean the policy is to be that the total normal 
needs, the demand of Western Europe is to be met before they are 
satisfied ? 

Mr. Srewarr. Not the total demands, Mr. Harris. We never had 
any expectation of meeting their total demands. We were concerned 
about meeting their demands for the fuel oils. And in trying to pin 
down a precise answer for Mr. Springer, when I stated that the overall 
shortage was about 8 percent of the normal demand of Europe, there 
is about a 14 percent shortage in fuel-oil demands. That is where the 
pinch is. It is that 14 percent shortage to which we would like to con- 
tribute some additional supply from the United States. That supply 
could better be furnished as crude oil than as residual fuel because 
our own supply of residual is not too great. 

Mr. Springer. Then there will be for the forseeable future a con- 
tinuation of the shortage of about 8 percent that is needed in Europe, 
is that correct / 

Mr. Srewarr. Our figures only extend over the first quarter, 1957, 
sir, because we cannot get as yet precise information on the probable 
requirements in the second quarter of this year. 

Mr. Sprincer. I just want to stay within the 200,000 figure, if that is 
possible. 

This question : 

What could be done in the Western Hemisphere that would be help- 
ful in getting that 200,000 barrels for Western Europe? 

Mr. Srewarrt. Assistant Secretary Wormser outlined those steps 
quite extensively in a press statement that he made. That precise 
statement boiled down the conclusions that we had reached. 

Mr. Sprincer. I ask unanimous consent that Assistant Secretary 
Wormser’s statement be included in the record at this point, Mr. Chair- 
man. 

The CHatrMan. Without objection but I think it would be helpful 
to know what it is. 

Mr. Sperincer. I would ask now if you would give us a résumé. 

Mr. Drncetx. I have no objection to that going into the record but 
I would like to see it. 

Mr. Sprincer. I would agree. Do you have a copy of that? 

Mr. Stewart. I have a copy of it here. 
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(The statement is as follows:) 


{For release January 27, 1957] 
DEPARTMENT OF THE INTERIOR 
OFFICE OF THE SECRETARY—INFORMATION SERVICE 


SECRETARY WorRMSER ISSUES FoRMAL STATEMENT REGARDING 
OILL-TO-EUROPE SITUATION 


Felix E. Wormser, Assistant Secretary of the Interior—Mineral Resources, said 
today that the United States crude-oil shipments to Europe can be continued at 
anything approaching a satisfactory rate only if either domestic pet roleum pro- 
duction is increased or processing of American oil by American refineries 1s 
reduced temporarily or both. 

Following is the text of Secretary Wormser’s statement : 

“Following closure of the Suez Canal and the cutting of the Iraq pipeline, 
President Eisenhower instructed Secretary of the Interior Fred A. Seaton to 
coordinate industry action to insure maximum availability of petroleum products 
Lo Europe. 

“Our relationships with Western Europe are of fundamental importance to us. 
Our NATO associations are basic to our security. Both are likely to be seriously 
undermined unless the economic effects of the oil shortages on vital industries of 
Western Europe are mitigated. The supply of oil to the civil economy of Europe 
is of major importance to our own Armed Forces. 

“Thursday a group of industry consultants and two representatives of the 
Middle East Emergency Committee met with me, Hugh A. Stewart, Director of 
Interior’s Office of Oil and Gas, and representatives of the Department of State, 
Defense, and Interior. The still critical European petroleum supply situation 
was reviewed and means of increasing shipments from this country considered. 

“The stoppage in the Middle East of the transportation of petroleum falls most 
heavily upon those countries west of Suez in the Mediterranean, West Africa, 
and European areas. 

“The reduction in supply of oil for power and heat—namely, distillates and 
fuel oil—threatens to have the most severe impact. This is true because: 

“(1) From a barrel of crude oil, Europe makes and uses only one-half as much 
gasoline as we do in the United States. We consume about six times as much 
gasoline as Europe does but the United States uses only about twice as much 
distillate and residual fuel oil. 

“(2) With oil in short supply, gasoline can be rationed in Europe with the 
least harm to essential activities. With tanker transportation in short supply 
any movement of gasoline must be made at the expense of the more essential 
fuel oils or crude oil from which fuel oils may be made. 

“(3) Shortages of distillates and fuel oils directly and adversely affect vital 
health, industrial and employment activities. European inventories and esti- 
mates of Europe's first quarter of 1957 oil requirements indicate that gasoline 
supply will be ample under rationing but that there will be a shortage of 25 
percent to 30 percent of fuel oil. 

“From November through the middle of January a total of over 33 million 
barrels were shipped from United States to Europe consisting of over 18 million 
barrels of crude oil, nearly 4 million barrels of gasoline, and about 11 million 
barrels of other refined products. In addition, approximately 12 million barrels 
of domestic crude oil were used here to replace Middle East imports diverted to 
Hurope. 

“During this same period, total United States crude-oil stocks were reduced 
by 30 million barrels. Crude stocks in the area most directly affected—the 
United States east and gulf coasts—were reduced over 18 million barrels or an 
amount equal to the crude shipments to Europe. In effect, the shipments of 
domestic crude oil to Europe have come from inventories rather than domestic 
production, reducing these stocks to a level considered a minimum for national- 
security reasons. 

“Crude-oil shipments to Europe can continue at anything approaching a satis- 
factory rate without endangering United States supply, therefore, only if one 
or preferably both of the following are done. 

(a) United States crude-oil production is increased. 

“(b) Domestic refining runs are reduced. 
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“To the extent that refiinery runs can be reduced on a temporary basis without 
endangering needed product supplies for United States domestic consumption, 
crude oil could thus be released for shipment to Europe. 

“The next 60 days will be an especially critical period for Western Europe. 
Any additional fuel-oil supplies which can be made available by United States 
refineries through adjustments in yields will be of great assistance. Domestic 
gasoline stocks are at an alltime high. Therefore, gasoline yields can be reduced 
with a corresponding increase in production of fuel oils without running the risk 
of domestic supply shortages. 

“The Department of Defense, concerned over the diminishing supplies of 
petroleum available for export to Europe, has advised me that under certain 
conditions a portion of the military reserve stocks of fuel oil will be made 
available. If American industry’s efforts to increase supplies of oil to Europe 
result in low domestic stocks of heavy fuel oil and if the domestic situation re- 
quires it, the Department of Defense will make available from its military re- 
serve stocks in the United States a limited amount of fuel oil to meet specific 
domestic emergency needs. 


‘“T hope we will not be forced to draw on military reserve stock. Even with 
an adjustment in domestic refinery operations I believe this can be avoided only 
by increasing crude-oil production in the United States.” 

Mr. Sprincer. Will you outline it for us? 

Mr. Stewart. In precise answer to your question, I would like to 
read this portion of the statement that is a reasonable answer to your 
question 

Mr. Sprineer. All right. 

Mr. Stewart. Of what could be done. 

Crude-oil shipments to Europe can continue at anything approaching a satis- 
factory rate without endangering United States supply, therefore, only if one or 
preferably both of the following are done: 

(a) United States crude oil production is increased. 

(b) Domestic refining runs are reduced. 

And along with reduction in domestic refinery runs, that there 
be a shift from high gasoline yields in the refining to the lowest pos- 
sible gasoline yields and the maximizing, I think, of fuel-oil yields. 

Mr. Sprincer. Ali right. 

Now, the suggestion then would be, as I take it, a substitute for send- 
ing the crude oil itself, that we send United States products, would 
be an easier way of solving this problem. Am I correct ? 

Mr. ‘Strewarr. If we could send the heavy fuel oil, it would be the 
easiest way. But we do not have sufficient amounts of that. The 
Europeans need more of these fuels, and they need very little of the 
other products. 

If we could supply the residual fuel oil in sufficient quantities, it 
would meet their needs without any trouble, but we cannot supply 
across-the-board products satisfactorily. 

Consequently. it would be far better in their demands if the crude oil 
itself was supplied. 

Mr. Sprincer. Then I take it that this is not a tanker problem from 
the Western Hemisphere to Western Europe? 

Mr. Srewarrt. No, sir. It is a supply and availability of material 
problem. 

Mr. Sprincer. Now, what can be done to increase availability ? 

Mr. Srewartr. Domestic crude oil production can be increased 
above what it is now, above its present level of 7,400,000 barrels per 
day. 

Mr. Sprincer. How much percentage of increase would it be neces- 
sary for us to make in the Western Hemisphere to meet this shortage, 
how much increase, that is, percentagewise ? 

Mr. Srewarr. My slide rule is not working very good right now. 
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It is the ratio of 250,000, sir, over 7,400,000. 

Mr. Sprincer. That would be about 2 percent ? 

Mr. Srewarr. About 2 percent, between 2 and 3 percent. 

Mr. Serrncer. Is there any reason, Mr. Stewart, in your opinion as 
an expert, why our own domestic industry may not increase its produc- 
tion 2 percent to make up this 8 percent shortage in Europe? 

Mr. Stewart. The industry can and I think the industry would be 
willing, but State by State the production that is permitted in the 
individual State in a given month is under the control of the State 
regulatory bodies. 

And those States, under the laws that control the production, reg- 
ulate the amount that can be produced in the light of all of the factors 
that are built into their own laws. 

Mr. Sprincer. I will take it that that is true in all of the great 
oil-producing States of this country. Am I right? 

Mr. Srewarr. All except California. 

Mr. Sprincer. Now, let us leave the United States for a minute 
and go to Venezuela. Is that same situation true in Venezuela, Aruba 
and Trinidad ¢ 

Mr. Srewarr. Let me understand that. 

Mr. Sprincer. Is the same situation—is the same practical problem 
of keeping production down there as it is in the States ¢ 

Mr. Stewarr. Not to the same degree, sir. 

Mr. Sprincer. Well now, then can we increase this 2 percent that 
is needed to make up this figure for Western Europe from that area? 

Mr. Srewarr. From Venezuela / 

Mr. Sprrncer. Yes. 

Mr. Stewart. Venezuelan production has been increased, sir, prac- 
tically to its maximum efficient rate of production. 

Mr. Sprincer. Could you put in when, for the record, please, if it 
is producing now? They are producing now at the maximum rate 
which they can economically produce, am I correct ? 

Mr. Srewarr. Efficiently produce. 

Mr. Springer. Efficiently produce—a better statement. When did 
they reach that point, approximately ¢ 

Mr. Stewarr. They reached that point—their MER rate—last fall, 
September or October. But the additional wells have given additional 
production so that as of now Venezuela is producing in the neighbor- 
hood of 2,700,000 barrels per day. 

Mr. Sprincer. Are you talking about refining or in production? 

Mr. Srewarr. Crude-oil production in the country. 

The Cuarrman. Will you yield? 

Where is the increased production—— 

Mr. Stewart. The chief increase—— 

The CratrMan. Wait a minute—going to? 

Where is it going to? 

Mr. Srewart. Part of it is coming to the United States. Part 
of it is going to other countries in South America. And part of it 
is going to Europe. 

The CuatrmMan. What part to Europe? 

Mr. Stewart. Pre-Suez, that is pre the closure of Suez, the aver- 
age oil movement from the Caribbean to Europe and West Africa, 
which is essentially movement from Venezuela to this area, was 680,000 
barrels per day. 
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The estimated average for this first quarter is 820,000 barrels per 
day. 

Mr. Sprincer. It increased about 25 percent ? 

Mr. Stewart. Increased the movements to Europe 

Mr. Sprincer. By approximately 25 percent. 

Mr. Stewart. Yes. 

Mr. Rocrers. Would you yield / 

How much of that oil is coming to the United States? 

Mr. Srewarr. Pre-Suez, an average of about 990,000 barrels of oil 
were coming to the United States. It is estimated that in this present 
quarter there will be 1,120,000 barrels of Venezuelan oil coming in 
here. 

Mr. Rocers. Then the Venezeulan oil which is the best for residual 
fuel, part of it coming to the United States, could be diverted to Europe 
and solve the problem, couldn’t it ? 

Mr. Srewart. I think it would. 

Mr. Sprincer. All right. Let me ask you this. 

Mr. Drncetxi. Will you yield to me? 

Mr. Sprincer. | will just as soon as I follow up his point. 

Will that result in any substantial shortage in the United States 
economic needs ? 

Mr. Srewarr. We think it would to divert. 

Mr. Sprincer. It would or would not? 

Mr. Srewart. It would. To divert the quantity of oil now coming 
into the United States from Venezuela, to divert that to E urope w ith- 
out immediately replacing it from domestic production, we are afraid 
would reduce our own availability of fuel oils. 

Mr. SPRINGER. Below our normal needs? 

Mr. Srewarrt. Below our normal needs. 

Mr. Sp RINGER. Then the only solution—I am only coming to this, 
Mr. Stewart, as a result of all of this line of testimony—the only 
hope of making up this apparent shortage of 8 percent to Europe 
as of today would have to come from the domestic supply within the 
continental limits of the United States, if our needs are also to remain 
normal. 

Mr. Stewart. Will you please read that ? 

Mr. Sprincer. Read that question back. 

(Question was read back.) 

Mr. Srewart. In effect, that is correct. 

Mr. Sprincer. That is all, Mr. Chairman. 

The CuatrrMan. Well, now, I want to pursue that just as a matter of 
course. I do not understand what the situation is myself. 

Is it not true that our refineries are running ashigh production of 
gasoline ¢ 

Mr. Stewart. They have been. I unde rstand some of them have 
reduced, but they have been running at a high gasoline yield. 

The CuarrMan. Isn’t it true that our snaigliaes stocks are higher 
than they have been in recent times / 

Mr. Srewarr. That is correct. 

The Cuatrman. And isn’t it true that there has been a great de- 
mand by domestic refineries that gasoline be sent to Western Europe 
to eee such demands / 

Mr. Stewart. We have heard many of those demands. 

The C HAIRMAN. You have also heard from the Western European 
countries that such problem faces them, is that not true? 
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Mr. Srewarrt. I didn’t get that, the last of your question. 

The Crarrman. I say, haven't you heard from the European coun- 
tries in need of this supply, that that has been a problem with which 
they are faced? 

Mr. Stewart. Yes, sir. 

The Cuarrman. That they have to take so much gasoline to get so 
much crude and fuel oil ? 

Mr. Srewarr. Well, they need no gasoline at all at the present time. 
Their gasoline supplies are more than ample. 

The Cuarrman. Is there a requirement—TI do not know that there 
is but we should know—is there a requirement on the Western Euro- 
pean countries that they will take so much gasoline to get so much 
crude or fuel oil under certain conditions ? 

Mr. Srewarr. I do not understand that there is any such require- 
ment. 

The Crrairman. Well now, you said to Mr. Springer that the only 
way that you could see that this problem could be met was by the in- 
creasing of the domestic supply now in our own country. 

Is it not true that if we have an oversupply of gasoline that the 
companies themselves could, instead of running so much gasoline, con- 
vert it to fuel oil and other products to meet those demands? 

Mr. Srewarr. Certainly. That would help if the crude oil saved 
as the result of the reduced runs was made available for shipment to 
Europe. 

The Cuatrman. Isn’t it true that you can reduce the runs of gaso- 
line or any product from crude oil to make another product ¢ 

Mr. Srewarr. We can but 

The CuatrmMan. We have an oversupply of gasoline here which is 
recognized by everyone. Why could not that supply or run be reduced, 
converted to fuel oil, to take up the domestic needs, to divert Vene- 
zuelan fuel oil to Western Europe—to divert it there ? 

Mr. Srewarr. Such a movement would contribute, but we have 
doubts whether the extent of the shift would be adequate to meet all 
of the Kurope: in needs for this heavy fuel. 

The CuarrMan. You have only got 250,000 barrels ? 

Mr. Srewarr. Yes. 

The CrtarrmMan. That is a very small amount compared to the total; 
isn’t it ? 

Mr. Srewartr. That is correct. 

The Cratrrman. It would not take much of a shift to bring that 
about, would it? 

Mr. Stewart. It would not. 

The Cnatrman, Isn't it a fact, that by having this handling, 
insofar as importation into this country, to some other place—that the 
heart of the controversy is that our domestic producers, one or the 
other, is afraid that they will lose some of their own markets—isn’t 
that it—if this shift is made? 

Mr. Srewart. We have heard stories on both sides of that question, 
Mr. Harris, and there has been so many statements on either side that 
I do not know what the facts may be. I think that you would have 
to— — 

The CuarrmMan. Well, you work pretty close, Mr. Stewart, with 
Dr nee his office; don’t you? 

Mr. Srewarr. Yes, sir. 
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The Crarrman. There has been a great controversy over a long 
period of time between the importing companies and the domestic 
producers, and the refineries. That is true; isn’t it? 

Mr. Srewart. Yes, sir. 

The Cuarrman. And there has been a great demand by the domes- 
tic people that some relief be given to them ? 

Mr. Stewart. Yes, sir. 

The Cuarrman. And yet even though promises have been made that 
that problem is going to be resolved, and a policy pursued, it has not 
been done; has it ? 

Mr. Srewart. There has been no official restriction of any kind set 
up as yet, sir. 

The CHarrmMan. Neither has there been any announced policy to 
meet the consequences; has there ? 

Mr. Srewart, Dr. Flemming repeatedly has announced that the 
rate of imports should be maintained at a point no higher than the 
ratio to domestic production that was obtained in the vear 1954. 

The Cuamman. But that is a desire or a hope that can be attained; 
isn’t that right ? 

Mr. Stewart. Dr. Flemming expressed it a great deal more strongly 
than that. 

The CHarrMan. You say no action has been taken to bring it about ? 

Mr. Stewart. I think, Mr. Harris, if the point is interesting that 
you get Dr. Flemming up here and have him outline to you the steps 
that he has taken and the efforts he has made in that direction. 

The Coarrman. Well, I will be glad to do that, but I saw in the paper 
this morning Dr. Flemming has resigned. 

Mr. Stewart. He has, but he will be around for another 2 or 3 
weeks. 

The CuatrmMan. We shall look forward to doing that because I feel 
that we have got to cut through the pattern of this thing as Mr. 
Springer tried to say, wanted to cut the pie. 

I think we have got to cut through the pattern of this thinking. 
And we will find out that it is the keen competitive element in the 
industry about whether or not they can maintain their market and 
finally be faced with this problem that we talk about that is causing the 
difficulties. That is pretty much the picture as I see it because, for 
example, Mr. Stewart, what is going to happen to the domestic indus- 
try if they are required to increase production, and get an over- 
supply, no storage capacity, nor refining capacity to meet it, and then 
the Suez Canal opens, and you start again running from the Middle 
East. Then what is going to happen ? 

Mr. Stewart. The statement you just made, Mr. Harris, has been 
very much in the minds of the domestic producers and in the minds 
of the regulatory agencies which control the producing rates. And 
I think that they have a definite reason for their concern because—— 

The Cuatrman. In other words—— 

Mr. Stewart. Because we don’t—— 

The Cuarman. The people who want to convert their runs or their 
roduction to meet this need in Western Europe, because the United 
tates domestic industry are afraid will take up their markets here— 

and the United States domestic industry wants to meet this problem 
to maintain a healthy industry here—and if they are required to go 
all-out and change their policies, and programs to meet that, then 
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the Venezuelan group will take up more of theirs. And we are going 
around in circles. 

Do you find that is the problem that you run into? 

Mr. Stewart. Very definitely the problem we have run into. 

The Cuarrman. I say that that is the problem that should be real- 
istically understood. And I will ask you this, Do you have the author- 
ity to meet that ? 

Mr. Stewart. No, sir. 

The Cuarrman. What about the provision of the last mutual-secur- 
ity bill—or the Defense Production Act? 

Mr. Stewart. It is the Reciprocal Trade Act. 

The CHarrman. The Reciprocal Trade Act plus the provision in 
the last foreign aid bill—I called it the Mutual Security Act, which 
gives Dr. Flemming, that is, his Department, the authority to control 
or set up control of imports to the United States. 

Mr. Stewart. As I understand it, Mr. Harris, the amendment to the 
Reciprocal Trade Act provided that, if the import of any commodity 
was at a high enough rate to threaten to impair the national security, 
the Director of the Office of Defense Mobilization after due investiga- 
tion would certify to the President that the importing rate was too high 
and thereafter the President would hold suitable investigation and de- 
termine what should be done. 

I have read the legislative history of the act. Iam not an attorney. 
So I do not understand all phases of what I do read, but it appears to 
me that the problem of attempting to control import rates is placed 
on the shoulders of the Director of the Office of Defense Mobilization, 
without any authority to do any more than to certify to the President 
that the rate is too high and then I am not at all sure what authority the 
President has to establish a control limit. 

The CuatrmMan. I was under the impression as I recall the history 
and consideration given to it, that the section was designed to meet 
this problem, and if that is the understanding, it seems to me somebody 
ought to assume that responsibility. If it isso, we have the policy that 
the security of Western Europe by the Director of Defense Mobiliza- 
tion is the security of our country. 

Mr. Srewart. Yes, sir. 

The CuarrmMan. That is agreed to, I think, by everybody. 

Mr. Srewarr. Announced in the preamble. 

The Cuatrman. And if the problem here affects Western Europe 
to the extent that it affects our overall security, then the Office of 
Defense Mobilization would have the authority to take an initial 
action; wouldn’t it? 

Mr. Stewart. In the discussion I have had on this very subject with 
Dr. Flemming, with whom we have worked closely over the past year 
or more that the amendments to the Reciprocal Trade Act have been 
in effect, he has repeatedly tried to work out some way that he could 
with reasonable assurance control the importing rate but do it on a 
voluntary basis. 

The CHarrMan. I appreciate that. And we all agree to that except 
the voluntary program has not worked. It has been constantly in- 
creasing all along. But nevertheless, that is a competitive problem 
which is a part of our overall system in this country. 

But is it not a fact if this crude of Venezuela that is being imported 
into this country and the program among our domestic industry would 
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change their refining methods and make it up so far as crude oil is con- 
cerned, and to meet the needs, then the Venezuelan product could go 
to Western Europe and make up that difference; could it not? 

Mr. Stewart. Statistically, I think that is reasonably probable. 

The Cuarrman. I hope somebody down there in Dr. Flemming’s 
office or somebody else will take note of that suggestion and I hope 
that is what the President might have had in mind when he made the 
statement yesterday that some action would be taken if this problem 
was not met. 

I think it should be done in line with realistic and established prac- 
tice of this country. 

Mr. Stewart. Mr. Chairman, I think in fairness to Dr. Flemming 
I should call to your attention the fact that, when the Suez crisis came 
to a head and it became apparent that imports of Middle East crude 
to the Eastern United States and Canada would have to be diverted 
to Europe, he issued a statement, after he held a hearing, in the month 
of November, at which the domestic industry appeared to state their 
opinion and their information on the domestic producers problems and 
upon the import problems. 

As the result of that hearing, he issued a statement which can be 
furnished for the record if you wish, but which in effect was that for 
the duration of the stoppage he proposed to suspend any action but 
that when the Suez Canal was again in use and the oil flow to Europe 
from the Middle East was again established in the normal pre-Suez 
channels, he intended to call on the importing companies for their pro- 
posed import programs. 

And he said, in effect, that, unless those programs were contained 
within the ratio, he would take some action. What action he would 
take, I do not know. But he went that far. 

The Cuarrman. I realized that, too, and I think his doing that is 
commendable but I have some kind of faint recollection that the same 
announcement was made when we were considering this section of the 
Reciprocal Trade Act about a year ago. 

It is one thing to announce what somebody is going to do and an- 
other thing of doing it. You see what has happened since. 

Mr. Rocers. I want to ask just 1 or 2 questions if it is all right. ! 
realize that the House is in session. 

Do you have any information as to the ownership of that oil, that 
Venezuelan oil that is shipped into this country and what companies 
are shipping the oil into this country 4 

Mr. Stewarr. We do have it available, sir; I do not have it with 
me. 

Mr. Rocers. I wonder if we could have that information for the 
record. 

Mr. Srewarr. The precise company detail, we are in no position 
to furnish to you. But they remind me that we do have available 
the company’s submissions to the Texas Railroad Commission which 
we find are substantially in line with what they are actually doing. 

Mr. Rogers. That is what they are actually importing ? 

Mr. Stewart. Actually importing. 

Mr. Rogers. From Venezuela? 

Mr. Dotiincer. Those are mostly American companies, aren't they, 
that are shipping this oil in from Venezuela / 

Mr. Stewart. Yes; except for residual fuel which may be shipped 
in by some one of the British companies. 
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Mr. 


oil into the United States from Venezuela are American companies. 
Mr. Stewart. Are American companies, 


Dotuincer. But mostly the companies that are shipping this 


Mr. Rogers. A statement you made a minute ago, Mr. Stewart, was 


about what Mr, Wormser said about the reduction of the making of 
gasoline and increasing of the fuel-oil production. I believe he said 
we would not be in danger if those two things were done. 

Was not he talking about the danger to the daily demands, con- 
sumption in this countr y for oil product ts? 

Mr. Stewart. Yes, sir. 

Mr. Rocers. In other words, he was not talking about the overall 
security picture of this country ; was he? 

Mr. Stewart. No. 

Mr. Rogers. I believe your testimony reflected that it has been 
estimated that we have consumed approximately 60 percent of our 
estimated reserves in this country and that about 5 percent of the 
estimated reserves in the Middle East have been consumed. 

Mr. Stewart. Yes, sir. 

Mr. Rogers. The thing that I would like to find out—and I have 
heard so many speak on this, to justify the imports—talking about 
Dr. Flemming and his problem, the justification for some of the 
stepped-up imports, has been the fact that we wanted to preserve 
our own reserves and use foreign oil. 

What I cannot understand is how that situation is being justified 
today when we are asking them to increase the crude-oil production 


in this country to send to Europe and not to divert Venezuelan crude 
oil. 


Mr. Srewarr. 





The domestic refining industry tells us that they have 
to have a certain amount of crude oil to keep, particularly their east 
coast refineries, running at a rate that will yield adequate supplies 


for our domestic requirements. And they have to have some oil to 
run on. 


Mr. Rogers. Yes. 

Mr. Stewarr. And the story that is told us continuously is that, if 
they are not assured of an adequate supply of domestic crude of suit- 
able quality to keep those refineries running, they necessarily have to 
import the Venezuelan crude. Those are the statements that are 
made to us, 

They say, conversely, that, if they were assured of a sufficient supply 
of satisfac ‘tory quality domestically, they would be very happy to take 
it and run it in their east coast refineries and divert the crude oil from 
Venezuela to Europe that is now being imported here—to divert this 
addition amount that is now being imported. 

Mr. Rocers. That is a very interesting observation and I am glad 
to have it. Of course, the situation of keeping refineries running is one 
of the things that is troubling Europe right now, is it not; and that is 
the reason they want our crude oil in order to keep their refineries 
in operation over there. 

Mr. Stewart. Only partly, sir. And I think to give you some im- 
pression of that, this chart [using chart Demand Pattern for Petroleum 
Products—1956, United States versus European Area] will exhibit 


some of the differences between the United States supply and demand 
pattern and the European. 
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Demand pattern for petroleum products, 


1956, United States versus European 
area* 


{Thousands of barrels daily] 











United States European area 
Thousand | Thousand 
barrels | Percent barrels Percent 

— | daily | 
On ee, ee ili eel ema! 43 661 22 
Kerosene bbb dun Bisbiekibacbbsvcbbbbtdedbaeredetenaas ean } 324 4 109 | 4 
Cae nahh picmtabincphtagudadtitathess ath holtegdcacel 1,718 19 656 | 21 
DEE 15 cok cacacanioeawninasttiesdinibeas ssa ahinieddnheldbdaamal 1, 535 17 1, 127 37 
Other and losses_.....-....-_.- Liseedigcesth dade, Dues iy 1, 468 | 17 477 | 16 
| — se — | —— 
Fetes... LA Se as SE is |g. sa7 | 100 3, 030 | 100 


| 





! Includes Western Europe, north and west Africa. 
Source: Bureau of Mines, FPSC, and OOG. 


This is our domestic demand pattern in the United States. You 
will note that on a total demand of 8,827,000 barrels per day, 43 per- 
cent of that is gasoline in this country, 19 percent is distillate fuel, 4 
percent is kerosene, residual fuel is 17 percent, and all other products 
is 17 percent. 

In E urope, on the total demand pattern last year, ave1 ‘age over the 
year of 3,030,000 barrels per day, their requirements were 22 —- 

gasoline, contrasted with our 43 percent ; kerosene demand was 4 per- 
cent which is exactly what our own is; distillate fuel was 21 percent, 
as compared to our 19 percent; residual fuel was 37 percent as com- 
pared to our 17 percent. 

The combined fuel requirements, distillate fuel and residual fuel in 
the United States, was 36 percent of the total, whereas in Europe the 
combined distillate and residual fuel was 58 percent. 

The refineries in Europe, in the European petroleum industry, 
would very much prefer to get crude oil which they can refine in this 
pattern with a high fuel oil yield as compared to the pattern that we 
have in this country. 

Mr. Rocers. Then our domestic demand according to that chart is 
less than 4 million barrels a day, for gasoline? 

Mr. Srewarr. 3,782,000 barrels per day average on the year. 

Mr. Roacers. Now then, does not this thing get down actually to a 
labor problem, Mr. Stewart, because we have at the present time 196 
million barrels in storage of gasoline, don’t we? 

Mr. Srewarr. It is a figure of that magnitude. 

Mr. Rocrers. Let me say this, it comes to me out of the Wall Street 
Journal ; 196,351,000 barrels in storage and that indicates an increase 
of 3,103,000 barrels of gasoline during the week ending February 1. 

So we could last quite a while in this country on the gasoline that 
we have in storage. 

Mr. Stewart. The figures we have on gasoline stocks as of January 
25, was 193,248,000 barrels which is close enough. There was an in- 
crease of 1,875,000 barrels as compared to the stocks of the previous 
week. 

These weekly figures are not too dependable. We have found that 
we are forced to use, in general, 4-week averages to iron out the swing 
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up and down in a given week's figures. But we do have a substantial 
reserve stock of gasoline and we have enough to run on for several 
days. 

I would like to call attention to this fact, though, that with that 193 
million barrels of gasoline in storage, not all of it is available to move. 
A lot of it is tied up in pipeline fill and tied up in working stocks, in 
the various plants and in the bulk stations. So that the actual avail- 
able gas is appreciably less, but we do have a substantial supply of 
gasoline. 

Mr. Rocers. Just one further question and I will quit, Mr. Stewart. 

Do I understand you in answer to my first question to say that your 
office does not have the information as to what companies are shipping 
Venezuelan crude into this country, company by company ! 

Mr. Stewart. We do have that information, sir, but it comes in 
through the Bureau of Mines confidential reports and we are pro- 
hibited by law from disclosing the individual company figures. 

Mr. Rogers. Do you know why that is confidential, Mr. Stewart / 

Mr. Srewarr. That goes back a long way into the law setting up 
the reporting of indiv idual company information to the United States 
Bureau of Mines. 

Mr. Moss. Would you yield at that point ¢ 

Mr. Rogers. Yes. 

Mr. Moss. You say it is prohibited by law from being made avail- 
able ? 

Mr. Stewart. Yes, sir. 

Mr. Moss. Is it prohibited specifically or must you find that it 
would be in the public interest not to make it available / 

Mr. Stewart. I understand that the individual company informa- 
tion is prohibited by law. 

Mr. Moss. There are a variety of statutes that control information 
of this type. And some of them require that a finding be made, or 
state that it shall be withheld excepting upon a finding that it is in 
the interests of the public to disclose it. 

Mr. Srewarr. You are getting into matters of legal detail on which 
I am simply not competent to comment. 

Mr. Jordan reminds me that these reports, or a great many of the 
reports coming into the Bureau of Mines from the individual com- 
panies are submitted on a strictly voluntary basis. 

And aside from the law, if we divulged that individual company in- 
formation we would be betraying their confidence and they would im- 
mediately cease reporting. 

Mr. Moss. Would you yield further? I would just be interested, 
Mr. Chairman, in having the citation for the record as to the dif- 
ferent statutes that control in this case. 

The CHarrman. That can be supplied. 

Mr. Stewart. We will have to get that for you. 

The CHarrman. You can supply that for the record. 

(The information supplied is as follows: ) 

The statutes which the Director of the Office of Oil and Gas had in mind are 
title 18, United States Code, section 1905, and section 4 (b) of the Federal 
Reports Act of 1942 (56 Stat. 1078, 1079; 5 U.S. C., see. 139b (b) ). 

Mr. Rogers. One more question. This is on that particular thing. 

If I understand it you do have the information that is available to 
the public as to the total amount brought in but you are not allowed 
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under law and under the fact that these are voluntary statements that 
are made, to divulge how much each company brings in. 

Mr. Srewarr. We cannot do that from the figures that come into 
the Bureau of Mines. We do, however, have the figures that these 
companies submit to the Texas Railroad Commission month by month. 
They submit those to the Commission and the Commission publishes 
them. 

Mr. Rocers. Well now, are those the same figures that you get here 
that you cannot divulge ? 

Mr. Stewart. Substantially. 

Mr. Rogers. Thank you. 

The Cuarrman. Did he say they were? 

Mr. Stewart. Substantially the same figures. 

The Cuarrman. And the Texas Railroad Commission can make them 
public ? 

Mr. Srewarr. They get them from the companies, with the com- 
pany approval to publish them. 

Mr. Rogers. Those will be supplied for the record ? 

Mr. Stewart. Those will be supplied. 

(The data furnished on imports of crude oil and products from 
Venezuela supplied by the Office of Oil and Gas are as follows:) 


United States imports of Venezuelan crude oil’ 


[Barrels per day] 


Actual, 1956 Forecast, 1957 
Company - ‘ 7 - 
October November | December | January February March 
Districts I to IV | 

Atlantic Refining Co--..- 40, 500 63, 500 47, 900 59, 400 59, 400 | 59, 400 
Cities Service Co 11, 129 3, 442 7, 091 7, O97 4, 107 10, 483 
Eastern States Petroleum 

Co ‘ ‘ atioa 
Gulf Oil Corp 84, 000 85, 000 103, 000 100, 000 85, 000 85, 000 
Hancock Oil Co 4, 163 (2) (2) | (2) (2) (2) 
Phillips Petroleum Co 12, 529 18, 855 16, 003 11, 710 12, 964 11, 710 
San Jacinto Petroleum Corp (?) (?) (?) (?) (2) 
Signal Oil & Gas Co. (?) (2) @ (2) (2) 
Sinclair Oil Corp 56, 994 52, 940 70, 862 67, 700 63, 200 76, 500 
Socony Mobile Oil Co., Inc 43, 727 32, 240 29, 708 42, 000 40, 700 39, 500 
Sohio Petroleum Co | 4, 994 9, 613 5, 806 6, 429 5, 806 
Standard Oil Co. of Califor- 

nia 30, 008 52, 955 55, 331 2) (2) Q 
Standard Oil Co. (Indiana) 3, 537 | 18, 569 28, 536 +2, 600 47, 300 45, 700 
Standard Oil Co. (New 

Jersey) i 88, 000 68, 000 78, 000 | 54, 000 54, 000 54, 000 
Sun Oil Co 12, 441 7, 550 | 4, 047 | 11, 387 12, 499 7, 258 
The Texas Co 25, 815 29, 442 | 30, 250 (*) (2) (2) 
Tidewater Oil Co 19, 447 | 27, 326 16, 369 34, 700 26, 000 26, 000 

Total | 432, 290 464, 813 | 496, 710 | 436, 400 411, 599 421, 357 

District V: 

Socony Mobil Oil Co., Ine 6, 903 
Standard Oil Co. of Califor- 

nia a ‘ 
The Texas Co (2) | @ @ 
Union Oil Co. of California 5, 400 4, 000 4, 000 
Wilshire Oil Co. of Califor- | 

nia t 14, 314 8, 100 6, 613 6, 607 6, 613 

Total 21, 217 8, 100 | 5, 400 10, 613 10, 607 6, 613 

Total United States 453, 507 472, 913 502, 110 447, 013 422, 206 427, 970 


! Source: Texas Railroad Commission. 
4 No report received. 
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United States imports of Venezuelan-Netherlands West Indies petroleum 
products * 


oe arrels per oni 

















Actual, 1956 Forecast. 1957 
Company | ns ee : st eeerye rere 
| October t secaaanees | December | January February | March 
——_ __—__. —_____ ——— |— —— — | —— —— . my —— — —_-——.-, ESS 
Districts I to IV: | | 
Asiatic Petroleum Corp---- 1, 100 1, 100 3, 400 1, 000 | 4,000 4,000 
Gulf Oil Corp__-. 3, 000 3, 000 1, 000 0 | 0 0 
Shell Caribbean Petroleum | | | 
Co , 127, 000 123, 000 | 165, 000 153, 000 | 212, 000 | 170, 000 
Shell Oil Co__- 26, 805 19, 334 | 21, 321 15, 777 | 27, 500 25, 000 
Sinclair Oil Corp_--_- 2, 204 2, 307 1, 891 | 0 | 0 0 
Socony Mobil Oil Co., Inc... 6, 817 7, 610 12, 177 11, 700 11, 700 | 11, 700 
Standard Oil Co. of Calif- | | 
ornia._. 0 3, 900 | 4, 484 (2) | (2) (2) 
Standard Oil Co. (Indie ana) - 0 12, 891 42, 143 33, 800 | 26, 000 | 32, 600 
Standard Oil Co. (New | | 
Jersey) 144, 000 183, 000 | 245, 000 226, 000 | 226, 000 226, 000 
The Texas Co__-- 4, 324 0 | 0 | (2) (?) ! (2) 
Total. 315, 250 "356, 142 | 496, 416 441, 277 | 507, 200 | 469, 300 
District V: 
The Texas Co-_-.- 1, 919 4, 833 | 4, 350 (?) | (2) (2) 
NE ii os 1, 919 4, 833 | 4, 350 |. ae 
Total, United States. 317, 169 360, 975 500, 766 | “441, 277 507, 200 469, 300 





1 Source: Texas Railroad Commission, 
2 No report received. 


The Cuarrman. That is an unusual procedure. Fora State to make 
the information public is all right but it is a bad situation if the Fed- 
eral Government makes it public. Any State, I suppose—it is still an 
unusual procedure. 

What I wanted to ask in further reference to that is this: 

Under the law you say you cannot make the information available, 
company by company ; that is, the imports? 

Mr. Stewart. That is correct. 

The CHatrMan. You can make available to us the importing com- 
panies, can’t you, without giving us information as to how much they 
import ? 

Mr. Srewart. Certainly. 

The Cuatrman. How many importing companies do we have from 
Venezuela ? 

Mr. Srewart. I cannot recite that number offhand but we have it 
here. If we don’t have it, we can furnish it for the record. 

During the year 1956, sir, there were about 16 companies importing 
oil from Venezuela into the United States. 

The Cuamman. Sixteen companies, operating, or at least who are 
operating, imported. Any more companies operating in Venezuela 
besides the 16 that you know of? 

Mr. Srewart. Not all of the 18 which imported oil from Venezuela 
operated there. Many of them purchase oil in Venezuela and import 
it—purchased oil from producers in Venezuela and imported it into 
this country. 
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The CHairman. In other words, they are not producers of petro- 
leum but they go out and purchase it from producers and import it 
into this country ? 

Mr. Stewart. Yes, sir. 

The Cuarrman. How many of such producing companies that are 
operating in Venezuela which are interested in this whole program, 
of course / 

Mr. Srewart. I would have to check that out and furnish it to you 
for the record, Mr. Chairman. I would hesitate to guess on the exact 
number. 

(The following information was supplied by the Office of Oil and 
Gas :) 


Members of the Middle Hast Emergency Committee with subsidiary producing 
companies in Venezuela, 1956 


Subsidiary producing company in Venezuela 


MEEC member: (majority ownership by MEEC member) 
Creole Petroleum Corp_-.------------ Same. 
RRR a csnicgics sctsensseec ciliates Mene Grande Oil Co. 
Singair Ott Oerp..5 21s k Venezuelan Petroleum Co. 


Socony Mobil Oil Co., Inc__--_---_-_- Socony Mobil Oil Company of 


Venezuela 


Standard Oil Company of California__ Richmond Exploration Co. 

Standard Oil Co. (New Jersey) ------- Creole Petroleum Corp. 

The Tetas Con. 228 ve eee The Texas Co. S. A. Petrolera Las 
Mercedes * 


Venezuelan Petroleum Co_____ ~~ poe do. 


1 Owned 50 percent by the Texas Co. 


The Cuarrman. You think it would be 2 or 3 or 5 or 10? 

Mr. Srewart. Seven or eight. 

The Cuamman. How many of these companies operate in the Mid- 
dle East—-how many companies are operating in the Middle East 
which produce for importing, not only here but everywhere? 

Mr. Srrwart. Probably 6 out of the 8 are operating in the Middle 
Kast. 

The Cuairman. In other words, about 6 or 8 companies which are 
recognized, of course, as being giant companies, big operators, have 
developed these areas and go in and take a chance, and which are 
competing with the hundreds of other companies which operate within 
this country ¢ 

Mr. Srewarr. That is correct, except to this extent, sir, that in 
importing they are likewise competing with their own production in 
the United States because all of those companies have substantial 
clomestic operations in addition to their foreign. 

The Cuatrman. Is it not a fact that the record shows that those 
companies which operate overseas and also operate domestically, that 
one in particular, some 73 percent of their profits come from their 
foreign operations # 

Mr. Srewarr. I am not competent to express an opinion on that. 

The CuarrMan. You have not read that information ? 

Mr. Srewart. I have read information of that sort. How depend- 
able it is, Ido not know. 
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The Cuairman. Because of the knowledge that you have of the 
subject and the wonderful contribution you are making to the public 
of this country, it would be helpful if you would get the record of those 
few companies which operate overseas and find out what percentage 
of their profits come from their overseas operation. I think it would 
be revealing to you. 

It is past 12 o’clock. The House is in session. Mr. Hale has a 
question. 

Mr. Hate. I want to know what proportion of Venezuelan produc- 
tion Canada gets? 

Mr. Srewarr. We will have to supply that figure to you. It is 
quite a substantial figure, Venezuela to Canada. But we will have to 
get that information and furnish it. 

(The Office of Oil and Gas supplied the following information :) 

In 1955, Canada imported 237,000 barrels a day of crude oil from all sources. 
of which 182,000 barrels a day, or 77 percent was from Venezuela. In the 9- 
month period January through September 1956, Canada’s total crude oil imports 
averaged 282,000 barrels a day, of which 204,000 barrels a day, or 72 percent, 
was from Venezuela. 

Mr. Hare. Roughly a quarter or tenth of what would it be; have you 
any idea ¢ 

Mr. Stewart. It is about 250,000 barrels a day. 

Mr. Hate. Out of a total importation of how much ? 

Mr. Srewarr. Of the total production in Venezuela of approxi- 
mately 2,700,000 barrels per day. 

Mr. Hate. That is something like 10 percent ? 

Mr. Stewart. Roughly 10 percent of their production goes to 
Canada. 

Mr. Hate. I want to ask one other question. 

You mentioned the difference between sending tankers around the 
Cape of Good Hope and sending them through the canal. Did you 
mean that they cannot load tankers as heavily around the Cape? 

Mr. Stewart. No, sir. I mean that the increased distance around 
the Cape is so much more than the distance through the canal, that a 
tanker can only deliver one-half of the amount of oil to Europe that 
it could running through the Suez Canal. 

Mr. Hate. Obviously, it isa longer haul. That isall I meant. You 
did not mean that a tanker carrying x gallons through the Suez Canal 
could not carry x gallons around the Cape ¢ 

Mr. Stewart. I did not mean to imply that, but we are forced in a 
lot of our figuring to calculate deliverability by tankers. 

The CHarrman. I think we interrupted you long before you com- 
pleted your statement, Mr. Stewart. We didn’t intend to get into these 
extensive questions until you had completed your st: 1tement. We do 
want to get the rest of the story. 
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The committee will adjourn until 2 o’clock, at which time we will 
let you conclude your statement before we start any further interroga- 
tions. 

Mr. Srewarr. Mr. Chairman, this subject is so broad and so com- 
plex and so many people have definite ideas in one channel or another, 
that it is very difficult for us to set up a statement that will be com- 
prehensive. 

I appreciate having the members of the committee express enough 
interest to ask some of these questions so that I can perhaps throw some 
light on what the answers may be. 

The Cuaimman. You have shown yourself again, as you have in the 
past, very capable to meet questions that are thrown at you. 


The committee will adjourn until 2 o’clock. 


(Whereupon, at 12:25 o’clock p. m., the committee recessed, to re- 


convene at 2 p. m., this day.) 


AFTERNOON SESSION 


The CHamman. The committee will come to order. 

Mr. Stewart, when we interrupted you with rather extensive ques- 
tioning, I frankly do not know just where you were, myself, and 1] 
doubt ‘of you do. 

However, if you could go back and pick up where you left off with 
what you had in mind in giving this overall general report, why, you 
may proceed. 


Mr. Stewart. Thank you. It is a little difficult to go back now 
and pick up at that point. 


ee AIRMAN. I assume you had not concluded your overall report. 

Mr. Srewarrt. I had not. 

The C HAIRMAN. You were presenting charts when you were inter- 
rupted, and you had gotten, as I recall, through the availability of 
stocks, I believe it was. 

Mr. Srewarr. We were through all of the charts except the one 
that we failed to bring, which is the United States oil supply and de- 
mand chart, which is now here. I think the members would like to 
see that one. 

Except for this chart, Mr. Chairman, I think that between what I 
had to say and the questions, I probably covered all that is necessary 
now on the domestic situation that might be of interest to the com- 
mittee. 

This chart [exhibiting chart “United States Oil Supply and De- 
mand”], Mr. Chairman, showing the United States oil supply and 
demand, is a chart which is very ‘familiar to you. It shows, in green, 
the average daily demand, by months, over a long period of years 
starting back with 1940. 
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The black line is the average daily, by months, of the supply of 
cil to meet that demand. It illustrates, for one thing, that in the 
wintertime demand rises by virtue of the heating oil season, in the 
summer it drops off. In the winter it rises again, so that you have 
this jagged pattern between summer and winter. 

The ‘supply line, however, which is the sum total of all the supplies 
available, domestic production of crude oil, of natural gas liquids and 
of imports, runs along with a fairly uniform pattern, summer and 
winter, while there is some summer drop at times, and some winte 
rise. 

There are two things on this chart that I think do have interest. 
You note the sharp rise, the sharp upward trend of the peak of the 
average daily demand in the winter season, and the drop in the aver- 

age di aily demand in the summer. 

Now, there is a curious matter which I think is rather more than 
accident. The peak demand of one winter has proven to be some 
where near the average daily demand of the second year or third year 
following, so that whereas in the winter of 1954-55 we hit a peak 
demand of about 9.5 million barrels per day, the equivalent peak for 
1956-57, the winter, will be in the neighborhood of about 10.5 million 
barrels, or nearly 1 million barrels higher. We are facing that con- 

inuous rise in demand over the years, which is a sum total of every- 
thing that we do in the way of economic progress in this country, and 
it is to meet that demand that the oil industry has had to drill so many 
wells throughout the country, has had to do so much wildeatting, and 
why we have to do a certain amount of importing to supplement the 
domestic production. 

Mr. Hater. Mr. Chairman. 

The CHatRMAN. Yes. 

Mr. Hare. Mr. Stewart, when the green goes above the red supply 
line, does it mean that the people are going cold: ; does it mean that / 

Mr. Stewart. No, sir. It means that in the wintertime when the 
peak demand i is so high, some of the oil comes out of the stock that is 
accumulated in the summer season when the demand is lighter. 

Gasoline produced during the winter, largely goes into storage be- 
cause of the reduced demand; in the summer that gasoline goes to 
market. Consequently, in the summer the gasoline i is in high demand 
but the heating oil is in low demand, and that goes into storage to 
meet the winter demand. 

Mr. Hate. That says “oil supply.” What does that mean / 

Mr. Stewart. All oils. 

Mr. Hate. Does that include gasoline ? 

Mr. Stewart. Gasoline, fuel oil, heating oil, the general distillate 
range, and the heavy fuels. 

Mr. Hate. Plus the amount of fuel oils which would be even more 
seasonal than the demand for gasoline, would it not ? 

Mr. Stewart. They apparently have about the same sort of a swing, 
Mr. Hale. However, gasoline goes up, heating oil comes down, but 
the pattern is very similar, perhaps not to the same degree on the heat- 
ing oil in the summer. There is a surprisingly large amount of that 
used in the summer, too—diesel fuels and other industrial fuels of that 
type. 

Mr. Roserts. Will the gentleman yield ? 

Mr. Hate. Yes. 
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The CHarrMan. Yes. 

Mr. Roperts. Mr. Stewart, you have included the imports in your 
supply line, but you don’t have those separated from domestic supply. 

Mr. Srewarr. On this chart, no. We simply have the total supply 
versus the total demand, Mr. Roberts, but the imports are included. 

Mr. Roserts. Thank you, sir. 

The Cuarrman. Does that conclude your presentation ? 

Mr. Stewart. That covers the charts. 

The CHatrman. Do you have any further statement you wish to 
make 4 

Mr. Srewarr. If you wish, Mr. Chairman, I will give the committee 
a brief rundown on why the Middle East Emergency Committee was 
set. up, What we propose to accomplish with it, and a brief outline of 
what has been accomplished in this oil lift to Europe. 

The Cuatrman. I think it would be helpful if you would do that, 
because I am sure some of the committee members have some questions 
in mind along that line. 

Mr. Srewartr. When the Suez Canal was nationalized and it be- 
came apparent that we might be facing an interruption in the supply 
of oil from the Middle East for Europe, we went back to the mecha- 
nism that we had used in the period of the Abadan crisis in 1952 and 
1953, in that our analysis had shown that the principal problem we 
faced now was in tanker transportation. 

We believed that there was sufficient oil available, one place or an- 
other, to meet all of the requirements, but the big problem was to have 
tankers to get the necessary oil to Western Europe. 

In line with that, we went to the Foreign Petroleum Supply Com- 
mittee, which was still in effect, although largely dormant, under 
the Voluntary Agreement Relating to Foreign Petroleum Supply. 
We asked that committee to work out for us what they considered to 
be a suitable and effective plan of action to meet a possible or threatened 
interruption of oil supplies for Europe as the result of any closure, 
any interruption that might ensue in the Middle East. : 

The Cramman. That is the Middle East Emergency Committee 
you are Pe anivca 33 

Mr. Srewarr. We were talking first about the Foreign Petroleum 
Supply Committee as the body that was then in being, asking for 
their recommendations. They recommended the plan of action. We 
brought that plan of action to Washington. We analyzed it from 
every point of view we could. We discussed it with the Office of 
Defense Mobilization and with their attorneys, with the Department 
of Justice, with the Department of State, and the Department of De- 
fense, in order to get the best overall opinion we could on the effective- 
ness and scope and probable efficiency of the plan as presented. 

After 3 days of concentrated discussion here in Washington, a final 
plan evolved, was approved by the Director of the Office of Defense 
Mobilization, was submitted to the Attorney General for his approval, 
and to the Chairman of the Federal Trade Commission for any com- 
ment that he cared to make. 

The Attorney General approved the plan and the Director of the 
Office of Defense Mobilization then declared the plan of action was in 
effect, and he invited 13 companies having foreign oil operations to 
join that plan as members of what we called the Middle East Emer- 
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gency Committee, to differentiate it from the Foreign Petroleum Sup- 
ply Committee. 

The Cuairman. Will you give the names of the 13 companies, for 
the record? You don’t have to name them now, but supply them 
for the record. 

Mr. Stewart. We will present all of them for the record. 

(The Office of Oil and Gas furnished the membership of the Middle 
East Emergency Committee as follows:) 


Middle Bast Emergency Committee membership—Augqust 1956 





Company tepresentative Alternate 
Arabian American Oil Co., 505 Park Ave., New | J. T. Duce-. sia ‘ Dale Nix. 
York, N. Y. 
Caltex Oil Products Co., 380 Madison Ave., | W. F. Bramstedt__.._.--- -| A. J. Singleton. 
New York, N. Y. | 
Cities Service Co., 70 Pine St., New York, N. Y_.| Chas. 8. Mitchell | Robert E. Roehl. 
Creole Petroleum Corp., 1230 Avenue of the | Nichols as J. Campbell, Jr_. -| Herman A, Metzger. 
Americas, New York, N. Y. | 
Getty Oil Co., 206 Pennsylvania Bldg., Wilm- | Chas, F. Krug_-___-- .---| Raymond J. Fish. 
ington, Del. 
Gulf Oil Corp., Gulf Bidg., Pittsburgh, Pa R. O. Rhoades. - at C. W. Hurley, Jr. 
Sinclair Oil Corp., 600 5th Ave. , New Y ork, N.Y_| E. L. Steiniger = | Orville E. Judd. 
Socony Mobil Oil Co., Inc., 26 Broadw ay, | Paul V. Keyser- --_- ...-| A. C, Ingraham. 
New York, N. Y. | | 
Standard Oil Company of California, 225 Bush | T. L. Lenzen_- escccccsns) GPT Balls, 
St., San Francisco, Calif. 
Standard Oil Co. (N. J.), 30 Rockefeller Plaza, | 8. P. Coleman, chairman_...| Howard W. Page. 
Nee York, N. Y. 
Standard-Vacuum Oil Co., P. O. Box 1000, | C. B. Marshall-__-...._.-_- John A. MeQuilkin. 
White Plains, N. Y. 
The Texas Co., 135 East 42d St., New York, N. Y-| A. N. Lilley-_-- -.---.-| H. T. Dodge. 





Venezuelan Petroleum Co. 600 Fifth Avenue, | H. M. Russell 
New York, N. Y. | ' 


COMPANIES SUBSEQUENTLY INCLUDED IN MIDDLE EAST EMERGENCY 
COMMITTEE MEMBERSHIP 


Bynum E. Hinton, Jr. 


American Independent Oil Co., 111 Sutter St., | Harley C. Stevens... -..-- B. Tyran, 
San Francisco, Calif. 
Tidewater Oil Co., 79 New Montgomery St., J.B. Roth. ..... ...-...| W. L. Fanning, Jr. 


San Francisco, Calif. 
The Frontier Refining Co., 4040 East Louisiana | M. H. Robineau......_._--- | Norman L. Meyers. 
Ave., Denver, Colo. 


Mr. Moss. Mr. Chairman, may I ask Mr. Stewart a question ? 

In response to a question from Mr. Springer just before lunch, you 
indicated that there had been no consideration as to the possibility of 
an outbreak of hostilities in that area. 

You have just stated that, in meeting with this committee and es- 
tablishing it, you were trying to deal with any interruption which 
might occur in the areas. Didn’t that also treat, then, with the pos- 
sible problem from military action 4 

Mr. Srewarr. It did. The program on which we started did in- 
clude a possibility of miiltary action, but we did not anticipate that it 
would be military action initiated by a western force. 

Mr. Moss. But it was considered ? 

Mr. Srewart. Not the initiation of action 

Mr. Moss. The effect would the same, military action in the Suez 
area would have the same effect, in cutting off supplies? 

Mr. Srewarr. The effect would be the : same, but we did not antici- 
pate that a western nation would initiate it. 

Mr. Moss. But you did consider military interruption ? 
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Mr. Srrwart. That there would be some possibility, we anticipated 
interruption from some other directions. I would rather not go into 
that for international political reasons. 

Mr. Dincoetx. You did not ignore the possibility of armed action in 
the area? 

Mr. Srewart. Certainly, we had to include all possible interrup- 
tions. 

a Sprincer. May I interrupt for just a moment? 

I don’t believe Mr. Stewart was in this position, but in the hearings 
in 1953 before the subcommittee, November 1953, we had hearings, 
and I went into this whole thing. As I recall, at that time Admiral 


Hoover was the Administrator, is that correct, then, of petroleum at 
that time? 


Mr. Stewart. No—— 

Mr. Sprincer. Wasn’t Admiral Hoover ? 

Mr. Stewart. He was not connected with our office at that time. 

Mr. Sprincer. The Defense Petroleum Board. 

The C HAIRMAN. I think that was the military you are speaking of. 

Mr. Sperincer. I was thinking it was Admiral Hoover we had be- 
fore this subcommittee, and I asked these questions about the possi- 
bility of the thing which you had in mind, and, of course, they were 
contemplating only one form of action, which would have been from 
Russia and the satellite countries, and at that time, pursuant to the 
whole conversation, their estimate was that the area could be held 
for from 10 days to 5 weeks, so I think the whole background of what 
Mr. Stewart has been talking about was from only one anticipated 
interruption; that continued, I think, from about 1948 on. 

I don’t know if that answered the question, but that point came up 
each time we have had hearings, that same point has been raised. 

My point differentiated this morning. That is the reason I didn’t 
bring that up, because I knew that was already anticipated. I wanted 
to find out whether or not they anticipated after the nationalization 
of the canal, that any of our own allies would interrupt the service. 

Mr. Moss. This is just a personal observation, but I am rather 
amazed to learn that there was no anticipation of the possibility of 
British-French interruption, or intervention militarily in that area. 
I think it was clearly indicated from the moment of nationalization 
on, until it actually occurred, that it was an ever-present possibility 
unless a satisfactory arrangement was worked out with the Egyptian 
Government. 

Mr. Sprirncer. I think the whole background was this: My under- 
standing was, from talking with other people, that they didn’t expect 
such action would take place unless we were notified. 

Mr. Moss. But the planning, whether or not we were notified, would 
be the same. 

Mr. Sprrncer. Whether we were notified or not, I don’t know, but 
it was my understanding that they did not, unless we were notified 
in one way or another. Now, whatever “notification” means, I don’t 
know, or whether it is by word, a formal] letter or a formal announce- 
ment that takes place. 

Thank you. 

The Cuatrman. I think you can proceed with your statement. 
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Mr. Neat. May I ask one question, please. Who constitutes this 
Foreign Petroleum Supply Committee ‘ 

Mr. Stewart. That is a group of American companies of substantial 
foreign <a rations. 

Mr. Neau. Frankly, the same individuals, the same American com- 
panies that are making up this Middle East Committee ? 

Mr. Stewarr. Those companies, plus 2 or 5 additional. 

Mr. Neat. Thank you. 

The Cuamman. You are going to supply them for the record? 

Mr. Stewart. I will supply those names for the record. 

The CHairman. All right. 

(The membership of the Foreign Petroleum Supply Committee, 
as of February 1, 1957, as supplied by the Office of Oil and Gas, is as 
follows:) 


Foreign Petroleum Supply Committee membership, Feb. 1, 1957 


Company Representative Alternate 
American Independent Oil Co., 111 Sutter St., San | Harley C. Stevens B. Tyran. 
Francisco, Calif. 
Arabian American Oi] Co., 505 Park Ave., New York, | J. T. Duce Dale Nix. 
N.Y. 
Caltex Oil Products Co., 380 Madison Ave., New | W. F. Bramstedt--- A.J. Singleton. 
York, N. Y 
Cities Service Co., 70 Pine St., New York, N. Y Chas. 8S. Mitchell Robert E. Roehl. 
Creole Petroleum Corp., 1230 Avenue of the Americas, | Herman A. Metzger .| Daniel E, Stines. 
New York, N. Y } 
The Frontier Refining Co., 4040 East Louisiana Ave., | M. H. Robineau- - Norman L, Meyers. 
Denver, Colo. 
Getty Oil Co., 206 Pennsylvania Bldg., Wilmington, | Chas. F. Ksrg-. Raymond J, Fish. 
Del. 
Gulf Oil Corp., Gulf Bldg., Pittsburgh, Pa R. O. Rhoades C.W. Hurley, Jr 
Sinclair Oil Corp., 600 Fifth Ave., New y Yi rk, N. Y E. L. Steiniger C. G. Drescher. 
Socony Mobile Oil Co., Inc., 150 East 42d St., New | Paul V. Keyser A.C. Ingraham. 
York, N. Y. 
Standard Oil Company of California, 225 Bush St., | T. L. Lenzen G. T. Ballou, suite 
San Francisco, Calif 4507, 30 Rockefeller 
Plaza, New York 
Ni ¥ 
Standard Oil Co. (N. J.) 30 Rockefeller Plaza, New | 8. P. Coleman_--- Howard W. Page. 
York, N. Y. 
Standard-Vacuum Oil Co., 1000 Westchester Ave., | C. B. Marshall John A. MeQuilkin 


White Plains, N. Y. 


The Texas Co., 135 East 42d St., New York, N. Y A.N. Lilley H. T. Dodge 
Tidewater Oil Co., 79 New Montgomery St., San Fran- | J. E. Roth W. L. Fanning, Jr., 17 
cisco, Calif. Battery Pl., New 
York, N. Y. 
Venezuelan Petroleum Co., 600 Fifth Ave., New York, | H. M. Russell W.C. Paton. 


N. Y. 
Source: Chairman: H. A. Stewart, Director, Office of Oiland Gas, U.S. Department of the Interior 


Mr. Srewarr. In starting operations under this plan of action, 
which was approved August 10, we had the committee formally ap- 
pointed and the indiv idual representatives of each member company 
to serve on the main committee and each of its six subcommittees. 

The subcommittees were Production, Refining, Pipeline, Transpor- 
tation, Tanker Transportation, Supply and Distribution, and 
Statistical. 

The Statistical Subcommittee had the responsibility of coordinating 
all of the figures. 

We have since created another subcommittee, an Information Sub- 
committee, designed to assist in supplying information which can be 
published, particul: arly for the benefit of the United States Informa- 
tion Service abroad. 
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The CuarMan. Is this committee, or these subcommittees, under 
your direction or Mr. Flemming’s or the State Department, or who? 

Mr. Srewarr. The committee and the subcommittees function in 
New York under industry chairmen who are directed by the Director 
of the Voluntary Agreement, who is an employee of the Office of Oil 
and Gas, a full-time Government paid employee. We have a second 
man in the New York office who assists the Director of the Voluntary 
Agreement in supervising the activities of the committee and its sub- 
committees. 

In turn, the New York office and the Director of the Voluntary 
Agreement are under my direction and, of course, I report to Assistant 
Secretary Wormser and, through him, to the Secretary of the Interior. 

That is the chain of command. 

Each action of the committee has to be pursuant to a specific request 
of the Administrator, who is either the Secretary of the Interior or 
the Assistant Secretary for Mineral Resources, or the Director of the 
Voluntary Agreement. They are not permitted to consider any mat- 
ters that are not included in a definite written request. 

Moreover, the Director of the Voluntary Agreement prepares an 
agenda for each meeting, and he, or one of our men, sit in the meet- 
ing and make sure that the matters discussed at that particular meet- 
ing are in line with the agenda set out. 

Now, I might well touch, at an early stage, on the concern that the 
Department of Justice had that there might be some possible aspects 
of the overall operation which might have antitrust implications. 

To try to assure ourselves that the operations would be free from 
antitrust implications, we arranged that the Department of Justice 
would have a representative attending all, or at least as many of the 
committee and subcommittee meetings as they could make. Certainly, 
we tried to have a representative of the Department there at all the 
meetings of the Middle Kast Emergency Committee. 

In the early stages of the operation, from about August 22, after we 
had the various subcommittees established and the requests issued, 
the committee and its subcommittees undertook a quick study of the 
oil supply and demand requirements for the free world, but with 
re emphasis on Western Europe. 

The Cuairrman. Well, now, before you go on, did you, or do you 
have any representatives of domestic industries as a member of this 
Middle East Emergency Committee ? 

Mr. Srewarr. We did not, because the problem, as we saw it, was 
basically a tanker problem, a transportation problem, and we assumed 
that a purely domestic company, having no tankers, no interest or 
knowledge of them, could not make a factual contribution and would 
not. be interested nor concerned. 

The Cuarrman. You have come to the full realization that it is a 
supply problem, and you are calling on the domestic industry now to 
meet that supply problem under a decision that the foreign — ators 
have made, with your group, and under the direction of ‘the Govern- 
ment. 

Mr. Srewarr. In the early stages of the actual operation of the Mid- 
dle East Emergency Committee, after the Suez closure, we called in a 
group of men ‘from all phases, all segments of the industry in this 
country, and we succeeded in getting several of those men to serve as 
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consultants to make sure that we did have the guidance on the domestic 
scene that would help us in determining what actions might be needed 
as the result of the supply-demand figures which the Middle East 
Emergency Committee could or would present to us. 

Now we have, and have had from an early stage, the benefit of the 
services of these domestic men who are prominent in each of their 
own segments. 

We have appointed one purely domestic company having some small 
interests in Canada. We have appointed that company to the com- 
mittee. I will be very interested to see how that works out, what con- 
tribution they can make, or how effective it will be. 

We have others that we have been trying to persuade to accept an 
appointment to the committee. We have had no luck at all except with 
one possibility. We have been trying to get independent producers 
to agree to serve, and we had our latest turndown yesterday. They are 
not interested. Theyarenotconcerned. They are interested, but they 
are not sufficiently interested to justify them devoting their time to 
sitting in New York and participating in the various committee meet- 
ings. 

The Cuarrman. Off the record, I might suggest that you might in- 
quire of the chairman of the Texas Railroad Commission 

(Discussion off the record.) 

Mr. Roeers. If the gentleman would yield. 

I think that is a right appropriate question. 

Mr. Stewart, has the Texas Railroad Commission been asked to any 
of these meetings, to any of these discussions, to sit in on these meet- 
ings? 

Mr. Srewart. No, sir. 

Mr. Rogers. Has there been any request of the Texas Railroad Com- 
mission to offer any solution or to make any recommendation or recom- 
mend action with relation to opening some of those wells in Texas? 

Mr. Srewart. Mr. Rogers, we have made no formal appeal of any 
kind, at any time, to the Texas Railroad Commission as a body. 

Mr. Rocers. Well, now, you say as a body. 

Now, what about the individual members; have any of them been 
requested, Mr. Stewart, to go into this problem and to view it and 
try to help solve it, from the standpoint of the production that is avail- 
able in Texas? 

Mr. Srewart. I have had extensive discussions with two members 
of the Texas Railroad Commission several times. At no time did I 
presume to suggest to them what the Board should do, but I under- 
took to give them all of the factors that I could that had a bearing on 
our overall problem, and to ask them what they thought might be done 
not alone with respect to Texas but other States; to meet supply 
problems. 

We have had several of those discussions, beginning last Septem- 
ber, but we have made no formal approach to the Texas Railroad 
Commission. 

Mr. Rogers. When was the latest one of those discussions ? 

Mr. Stewart. The latest that I had in my own right was .the first 
week of December, but I had other men who were in Texas and who 

knew the facts I have had them talk to them as late as within the last 
10 days or 2 weeks. 
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Mr. Rocers. But there has been no formal request or petition of any 
kind presented to the Texas Railroad Commissicn for anything such 
as an upping, or an allowance of increases in production ? 

Mr. Stewart. That is correct. 

Mr. Rogers. Let me ask one more question in relation to supply. 
The reason I ask that question is this, that some newspapers and mag- 
azines in this country have undertaken to jump on Texas. They seem 
to like to do it and make a lot of charges and indictments, that are not 
founded because, as you say, there has been no formal request of any 
kind and no suggestion by anyone, insofar as Texas is concerned, with 
regard to this problem. 

There is one other question I want to ask you in relation to what you 
said this morning about the diversion of Venezuelan oil to Europe. 

I believe you said something about it being, or that it would work 
statistically, that it might work statistically. 

Let me ask you this question, Mr. Stewart: Is there some difficulty 
that would be experienced in taking the oil from the gulf coast area 
to the east coast area ? 

Mr. Stewart. The only difficulty there, that I know of, would be 
the question of having the right quality of oil available on the gulf 
coast to meet the requirements of the refiners on the Atlantic seaboard. 
That is a technical matter on which I am not fully informed. 

Mr. Rocers. But that has nothing to do with the transportation. 
Transportation is what I am talking about. What I have had in 
mind is simply this: 

Is there any difficulty that arises from the fact that a foreign vessel, 
or a vessel that is registered under a foreign country, is not allowed 
to transport products from one United States port to another United 
States port? 

Mr. Stewart. You mean, you refer to the use of foreign-flag 
vessels ? 

Mr. Rogers. Yes, sir. 

Mr. Stewart. In coastal service ¢ 

Mr. Rocers. Yes. 

Mr. Srewart. Which is prohibited by law, except under certain 
definite waivers in event of a national emergency. 

So far, we have found no deficiency in American-flag tankers to 
move all of the oil that is available to move from the gulf coast to the 
Atlantic coast. 

Mr. Rogers. That is a tanker registered under the American flag? 

Mr. Stewart. An American tanker. 

Mr. Rogers. Some of the tankers I am referring to are tankers owned 
by American companies and are registered under a foreign flag. 

Mr. Srewarr. That is correct. 

Mr. Rocers. Those tankers, Mr. Stewart, cannot pick up oil at Hous- 
ton and deliver it to the east coast of the United States, can they ? 

Mr. Stewart. They cannot; they are foreign-flag tankers, regard- 
less of who owns them. 

Mr. Roeers. But they can carry that oi] from Houston to Europe, 
can they not ? 

Mr. Srewarr. Yes, sir. 

Mr. Rogers. That’s all. 
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Mr. Heseiron. My understanding is that various representatives of 
substantial oil-producing interests have presented themselves to the 
Texas Railroad Commission each month for a long period of time, 
including this period about which you are talking, and have asked the 
Texas Railroad Commission to increase the allowables, and that they 
have been consistently turned down. Am I correct in that, Mr. 
Stewart ? 

Mr. Srewarr. I do not know that you are correct in saying “have 
been consistently turned down.” 

Mr. Hesevron. Well, frequently. 

Mr. Stewart. Frequently. 

Mr. Hesevton. More recently, in December, January, and for Feb- 
ruary, their requests were not granted ? 

Mr. Stewart. That is correct. 

Mr. Heserton. Are some of those gentlemen who are on this com- 
mittee acting on other committees, in other capacities, but still on this 
committee you have described for us ? 

Mr. Srewarr. The members of the Middle East. Emergency Com- 
mittee are companies which are either operating in Texas and are 
buyers in their own right, or which have subsidiaries or affiliates in 
Texas. 

Mr. Heseuton. In other words, the companies themselves have con- 
sistently asked for the increase, and the Texas Railroad Commission 
didn’t feel they could grant it; is that right ? 

Mr. Srewart. They have made their nominations. 

Mr. Hesexron. I did not hear your response. 

Mr. Srewarr. They have nominated in Texas, have made requests 
for the production. 

Mr. Dinceix. Mr. Chairman, might I ask several questions at this 
time ? 

The CHatrman. If you have an extensive line of questioning, I 
hope the committee will let him finish his statement, but if you have 
only a few questions at this time 

Mr. Drincetu. I think I had better wait. 

Mr. Stewart. I will try to get back to the main line of thought, Mr. 
Chairman. 

The Cuarrman. We will try not to interrupt you any more, until 
you get through. 

Mr. Stewart. That’s all right, sir, but I will try to finish as briefly 
as I can, as to the framework of this Middle East Emergency Com- 
mittee. 

The committee presented to us in September, the last of September 
and the very first of October, a supply-demand pattern, including 
their forecast of the normal demands of the free world, and with par- 
ticular emphasis on Europe. 

We applied against that information, that forecast of demand, 
various factors that we had on several assumptions. 

One of the assumptions was the closure of the Suez Canal; another 
was the closure of one pipeline ; another was both pipelines; and finally, 
the loss of the whole Middle East oil supply, in order to analyze what 
the impact would be on the oil supply for Europe and what the Western 
Hemisphere would be facing in an attempt to supply minimum require- 
ments in event of one or all of these eventualities. 
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Those studies were extensive, and we had a broad series of potential 
requirements on the Western Hemisphere under one or another of 
the happenings. 

When the British and French marched on Suez the last of October, 
which was promptly followed by the blocking of the canal, by the 
sinking of vessels in it, and when the Iraq pipeline pumping stations 
were blown up, it immediately created a cutoff of about 530,000 barrels 
daily of the oil flow which had been moving to the Eastern Mediter- 
ranean from Iraq, and approximately 114 million barrels of oil that 
had been moving through the Suez Canal by tanker. 

I think, Mr. Chairman, I have got some flow maps here. They are 
rather small scale, but they may give you some impression of the oil 
flows, pre- and post-Suez, and it may clarify some of the statements 
that I propose to make. 

This first chart [exhibiting chart Pre-Suez Oil Flow Pattern] indi- 
cates the general flow of oil supplying our east coast, and the east 
coast of South America, and East Africa, the Mediterranean area, 
North Africa, Europe and Western Europe. 


Pre-Suez movements of crude oil and products (selected routes shown on the 
flow chart) 


{Thousands of barrels daily} 


Area of origin 





\rea of destination Eastern Persian | Far 
United Carib- | Mediter- Gulf East U.38.38. R.1 
States bean ranean | (via (via and 
gulf | (pipe- Suez) | Suez) satellites 
lines) | 
United States (east coast) ---| , "OD 990 | 110 140 | 
Canada (east coast) 250 | 30 | 50 |}... . cbs eat 
South America (east coast) 270 |. 80 | 7 |- 5 
Northwest Europe 40 530 | 330 | 990 | 50 | 6 
Mediterranean | 10 40 | 350 |, 40 
West Africa and Atlantic islands 110 | 10 40 | 10 aa 
ati eal I ingg-anreemereasasincineapenihntigppiitliciciateas 
Total west of Suez 50 680 | 690 1, 450 | 60 | 100 
South and East Africa and Red Sea | 10 | 170 | si casein ; 


1 Estimated by Office of Ol and Gas, Program Division. 


Source: Middle East Emergency Committee, Jan. 29, 1957, estimate. 


It shows the Iraq pipeline from-Iraq to the eastern Mediterranean. 
It shows the trans-Arabian pipeline for Saudi Arabia to the eastern 
Mediterranean. It shows the flow by tanker from the Persian Gulf 
around through the Suez Canal into the Mediterranean with branching 
flows to meet the European demands and north Africa. 

Then, there was a movement of approximately 350,000 barrels a day 
coming to the United States east coast, and going to Canada. There 

yas a small amount of oil going to the Texas gulf coast, but so small 
that we didn’t want to confuse our charts. 

The Cuarrman. You say the Texas gulf coast ? 

Mr. Stewart. Texas gulf coast. 

The CHamrman. You mean, all the way from the Middle East? 

Mr. Stewart. Yes, sir. 

The Cuatrman. This might be a reflection on Texas, with all the 
oil they have got down there. 
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Mr. Srewarr. Well, facts are facts. 

The red bands show the movements from the Texas gulf coast, or 
from the American gulf coast, Texas and Louisiana, by tanker to our 
own east coast, and the flow from the United States, in general to Eur- 
ope. That European flow, pre-Suez, was about 50,000 barrels a day and 
it was largely high octane aviation gasoline for commercial flying, and 
that flow is continuing. 

There was a flow from Venezuela to our east coast, oil flowing to 
eastern Canada, and then the flow of oil from Venezuela to Western 
Europe, with some oil flowing to the west coast of Africa. That move- 
ment is largely heavy fuel for bunkers. 

You will note there was a flow coming by tanker around the Cape 
of Good Hope and moving to the east coast of South America. 

When the Suez Canal was closed [exhibiting chart, Post-Suez Oil 
Flow Pattern] and the Iraq pipeline interrupted, the flow pattern 
had to change overnight and that put our oil lift to Europe in an active 
stage instead of a study, as it had been up to that particular time. 


Post-Suez estimated movements of crude oii and products (selected routes shown 
on flow chart) 


[Thousands of barrels daily] 
| ona 
Area of origin 


ht alae TE ee pe 


Area of destination United | Eastern | Persian 
States | Carib- | Mediter-| Gulf (via| Far | U. 8.8. R. 
gulf | bean ranean | cape) East jand satellites ' 


(tapline) 





| | | 
United States (east coast) - | 12,140 1,120 | 40 |______] 
Canada (east coast) - 10 | 240 awl 
South America (east coast) ___- 210 80 
Northwest Europe_. — 330 | 590 130 970 70 
Mediterranean ___ 7 80 | 200 150 | 50 
West Africa__- : 10 150 50 | oa 
{| ———_—___ | —___ |__| ——|———|__ 
Total west of Suez- | 410 | 820 330 SIO enins | 120 


South and East Africa and Red Sea__- . | 150 | iJaiew 


1 Estimated by Office of Oil and Gas, Program Division. 


Source: Middle East Emergency Committee, Jan. 29, 1957, estimate, 


During the month of November, during that period prior to the 
time when the Government was willing to take any active part offi- 
cially, the oil companies, both our own American companies having 
foreign operations and the foreign oil companies, moved to supply 
Europe with all of the oil that they could get. In that movement we 
found that the Trans-Arabian pipeline, carrying about 320,000 barrels 
a day from Saudi Arabia to the east coast of the Mediterranean, con- 
tinued in operation, and that line is still operating. 

The tanker movements through the canal, of course, were cut off. 
Any movement from the Middle East beyond the 320,000 or 380,000 
barrels which represents Tap line, had to come around the Cape of 
Good Hope at a greatly extended distance. 

Now, we had some 350,000 barrels of Middle East. crude which had 
been moving to our own east coast and to Canada from the Middle 
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One of the first efforts of the Middle East Emergency Committee 
was to divert that oil to Europe. The diversion has now been sub- 
stantially completed. In fact, most of it was completed during the 
month of December, with the net result that much of the oil that had 
been coming across the Atlantic was diverted around to Western 
Europe, and along with it there was a sharp upswing in the exports 
of oil from our own gulf coast and from Venezuela. The flow patterns 
that you see here in red represent those stepped-up movements from 
the Western Hemisphere to meet these Western European and West 
Africa requirements which previously had been satisfied from Middle 
East sources. 

In setting up the actual operation of the committee which was done 
under the direction of the President, immediately after the first of 
December we asked the committee to supply operating schedules. 
They promptly supplied two schedules ; Schedule No. 1 and Schedule 
No. 2. If you wish, I will present them for the record, but I won’t 
take time to describe them closely. 

The CuarrMan. You may dothat, for the record. 

(The schedules referred to were later submitted by Mr. Wormser 
and appear on pp. 124 and 125.) 

Mr. Stewart. They were designed to permit and authorize the par- 
ticipating companies to get together and work out trades, discuss the 
problems and work out trades, by which these diversions could take 
place quickly. Likewise, it permitted them to discuss the more effi- 
cient use of tankers, so that the tankers could be usefully occupied the 
maximum amount of time. 

The companies themselves in November had succeeded in moving a 
substantial quantity of oil to Europe. That quantity of oil had built 
up-— - 

The CuatrMan. Now, the companies themselves; you mean, from 
this country ¢ 

Mr. Srewarr. From this country and abroad, all sources, in the 
period from November 1 and December 5, which was about the time 
the Middle East Emergency Committee could take some action. The 
companies had bought and shipped to Europe about 15 million bar- 
rels of crude oil and products. 

The Cuamman. In what period of time? 

Mr. Stewart. From November 1 through December 5. That was 
normal movements in ordinary commercial transportation from the 
United States to Western Europe. Of that, 8,946,000 barrels was 
crude oil. That movement of crude oil came on balance out of storage. 

Mr. Hesevron. May I ask what type of products? 

Mr. Stewart. Gasoline, kerosene, distillates, residual fuel oil, and 
miscellaneous products. 

Mr. Hesevron. Will you state the amounts ? 

Mr. Srewarr. For the period November 1 through December 5, 
gasoline, 1,197,000 barrels; kerosene, 266,000 barrels; distillate fuels, 
3,671,000 barrels; residual fuel, 581,000 barrels; and other miscella- 
neous products, 217,000 barrels. 

After the Committee became operative, starting December 3 and 
down through January 23, which is the most recent accumulation of 
figures, there had been shipped to Europe an additional 21,784,000 bar- 
rels of crude oil and products, of which 10,836,000 barrels was crude 
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oil. The gasoline was 3,269,000 barrels; kerosene, 497,000 barrels; 
distillate fuels, 5 607,000 barrels; residual fuels, 1,204, 000 barr els; and 
other products, 371 000 barrels, making up that total of 21,784,000 
barrels. 

The CHarrMan. Does that include the Middle Eastern supplies, 
too? 

Mr. Srewart. That is from the United States only. 

From the Middle East, around the Cape and from the Trans-Ara- 
bian pipeline, they were getting an additional supply which was run- 
ning in the neighborhood of 114 million barrels. 

The CuatrmMan. Per day? 

Mr. Stewart. Per day. 

The CuatrmMan. What about the Venezuela supply ? 

Mr. Srewarr. From Venezuela, they were getting about 820,000 
barrels a day. 

Mr. Hrseuron. May I inquire? 

The CuatrMan. Yes. 

Mr. Hesevron. Those figures you gave us from November 1, or some- 
time in December 

Mr. Stewart. Those were the shipments from the United States to 
Western Europe. 

Mr. Heserron. Is that from November 1, or from sometime in 
December ? 

Mr. Stewart. From November 1 to December 5, for the first series 
of figures. 

Mr. Heseiton. Yes. 

Mr. Srewarr. And from December 5 through January 23 on the 
second set of figures. 

Now, the total movement from the Ist of November through Janu- 
ary 23 were 36,862,000 barrels of oil shipped from the United States. 

Mir Hesevron. To whom? 

Mr. Stewart. Shipped from the United States to Western Europe. 

Mr. Hesevron. Crude oil? 

Mr. Stewart. Overall. Of that, the crude oil was 19,782,000 barrels. 

I cite these figures, Mr. Chairman, as some evidence that the United 
States has made—that it is the United States and its industry that has 
made a substantial contribution to the European petroleum shortage. 
We have many complaints that we are not doing enough, and I know 
that we are falling down in some respects, but the actual movement has 
been substantial. 

Mr. Dincett. Mr. Chairman, may I inquire ¢ 

The Cuatrman. Mr. Dingell. 

Mr. Drnoett. You said that a substantial stock of gasoline had 
moved from this country to Europe during this period that you cited. 

Mr. Srewarr. I cited the actual movement. 

Mr. Drnceti. How much was that, sir? 

Mr. Stewart. In the overall period from November 1 through Janu- 
ary 23, there were 4,466,000 barrels of gasoline moved, which includes 
aviation gasoline. 

The Cuarrman. Isthat per day? 

Mr. Stewart. Total. 

Mr. Drneriit. What were the shipments from the United States to 
Europe during an ordinary period, when, let’s say, the Suez Canal 
was open ? 
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Mr. Stewart. The movement before the Suez Canal closed was quite 
steady in the neighborhood of 50,000 barrels a day, which is made up 
mostly of aviation gasoline. I don’t have the map handy to figure this 
up, but this is a substantially higher amount per day than would have 
occurred during an ordinary per ‘iod. 

Mr. Drincetx. That is more than would have occurred during the 
ordinary period; is that right ? 

Mr. Srewartr. The movement from this country ? 

Mr. Dinceu. Yes. 

Mr. Stewart. The 50,000 barrels per day, of course, is a relatively 
small amount, but the increased movements ‘from this country, averag- 
ing 439,000 barrels over the whole period is a decidedly increased figure. 

Mr. Drncett. During this time, the European supply—has “been 
estimated to be from 103 to 110 percent of the pre-Suez demand; isn’t 
that right, sir—during this period that you cited, the European supply 
has been at the rate of 103 to 110 percent of the pre-Suez crisis demand ; 
is that true? 

Mr. Stewart. Not quite. 

Mr. Drncetx. I have that figure from the newspapers. 

Mr. Srewarr. Well, there are lots of figures in the newspapers, and 
it’s awfully hard to make sure which ones are correct. 

Mr. Dinceti. Iam asking you what is the correct figure, then. 

Mr. Stewart. The situation in Europe in November was that the 
overall supply of gasoline was about 103 percent of the normal demand 
for this time of ye: ar. 

Mr. Dincett. I said 103 to 110 percent. 

Mr. Srewarr. That’s the current supply in Europe, and compared 
to their normal demand for this time of year. 

Mr. Drncetu. And gasoline is overstocked in the United States, too. 

Mr. Srewarr. I wouldn’t say that gasoline was overstocked in the 
United States, but the stock of gasoline in the United States is pretty 
high. 

Mr. Dincext. I am going to ask you to remember this testimony, sir, 
because I think a little later with leave of the Chair, I am going to 
return to this for just a little bit. 

Mr. Chairman, I am going to let the witness continue now, sir. 

The Cuarrman. You may proceed, sir, if you had not concluded. 

Mr. Stewart. The problems, since the 1st of Dec ember, have still 
been in the majority tanker problems, to make the maximum use of the 
tankers, to get the greatest possible efficiency out of them. 

The Carman. The tanker haul from the Gulf coast to Europe— 
will you read off those figures ? 

Mr. Srewarr. The tanker haul from the Gulf coast to Europe, 
roughly a T-2 type would deliver on the average of about 3,000 barrels 
of oil a day. A T-2 type tanker moving from Venezuela to Western 
Kurope—— 

Mr. Taroya. Caribbean to Europe, 3,700 barrels per day. 

Mr. Srewarr. The same tanker going around the Cape of Good 
Hope could deliver to Europe 1,300 barrels a day. 1,300 barrels per 
day, and we have a figure there—— 

Mr. Taroya. From where ? 

Mr. Stewart. The Persian Gulf. 

Those give you some impression of the relative effectiveness of a 
tanker on those several runs, ranging from 1,300 barrels daily around 
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the Cape of Good Hope, to about 8,200 barrels per day from our Gulf 
coast to our Atlantic seaboard. 

In trying to balance all of those factors, we have come up with a cer- 
tain overall effectiveness of the oil lift to Europe. 

The American companies have had their share of this. The Eu- 
ropean companies have likewise participated. But, in the sum total, 
the forecasted movement to Europe on the basis we understood in the 
early part of December was in the neighborhood of 1,900,000 barrels 
per day. 

The Cuarrman. From where? 

Mr. Srewarr. From all sources to Europe, but the overall move- 
ment was from all sources. 

The Cuarrman. That is when; now ? 

Mr. Stewart. That was an estimate we made, a forecast we made, 
early in December. 

By the end of December, the actual deliveries had been raised to 
approximately 2,400,000 barrels per day, or, the overall operation had 
proven to be 500,000 barrels per day better than we had figured would 
be possible. 

Now, we are getting back to this problem of the supplies from this 
country. We still find that Europe is currently short, particularly 
in fuel-oil supplies, which at present run 14 percent of their normal 
requirements. And when you consider that the fuel oil is used par- 
ticularly in their heavy industries and for power generation, it throws 
a particularly heavy burden on the Western European industries. 

Now, if that marginal requirement that we would like to see made 
up, and for which we have been pushing in recent weeks, could be 
made available from this country or Venezuela, the shortage would 
be eliminated. However, as I commented this morning, we could not 
ship them the residual fuel oil because we do not have enough of that 
oil available here. From Venezuela, they are shipping all that they 
can possibly reach. 

The Cuamman,. They are shipping all they can possibly reach. So 
long as they don’t have to continue or are going to continue to increase 
their shipments here, isn’t that right? 

Mr. Srewarr. That is correct. If the Venezuelan crude comes in 
here, it cannot go to Europe. 

The CHatrman. That’s right. 

Mr. Srewarr. If it is diverted to Europe, the American refineries 
on the east coast would be shorted and they could presumably get that 
oil domestic, or they could cut theirs down. They have made some 
reduction in runs, both on the gulf coast and on the eastern seaboard. 
To what extent they have, I have not been advised but it will show 
up.in our statistics as they come in. 

Mr. Sperincer. Mr. Chairman, may I ask a question at that point? 

The CHarrMan. Yes. 

I wanted him to get through. 

Mr. Srrincer. To try to get the crux of this thing, if we can. It 
does not make any difference whether or not the 200,000 barrels 
that’s necessary to make up the deficiency for Western Europe comes 
from American supply or whether it comes from Venezuelan supply, 
that 200,000 barrels—the only place where that can be produced and 
put on the market is in the American domestic field, isn’t that true é 
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Mr. Srewarr. There is an angle in that, Mr. Springer, that you 
want to keep in mind. That production is available in the Persian 
Gulf and the tankers are not available to move it. Consequently, with 
the number of tankers available, those tankers have to come to the 
Caribbean or our gulf coast to get that amount of oil. 

Mr. Sprincer. But we are still back at the point that you are 200,000 
barrels short and you can take it out of American production and get 
it from here and ship it then from here to Europe, or you can take 
the 200,000 barrels from Venezuela, and you still don’t ‘have 200,000 
barrels coming to the United States. So in order to make up, so that 
we will be in balance in this country you still have to advance the 
domestic production to get that. 

Mr. Stewart. To get that amount. 

Mr. Sprincer. That’s the only place where 200,000 barrels are avail- 
able to make up this deficiency, isn’t that true? 

Mr. Stewart. You have stated it very clearly. 

Mr. Sperincer. That is all. 

Mr. Stewart. I think I have covered the problem sufficiently, at 
the present, and there are undoubtedly a lot of questions that the mem- 
bers wish to ask. 

The Cuarmman. Your knowledge of the problem of the oil industry 
and the oil problem, you have shown throughout. I want to comphi- 
ment you for that. I must confess you have left a lot of very, very 
important questions in my mind which I hope that I can get to, per- 
haps have you or someone else to answer. If so, we are going to have 
another session in order to get—at least to have an opportunity to 
have those questions answered. 

Mr. Rogers. There are just one or two questions. To boil this entire 
situation, down to one focal point, would you explain to me why it is 
that the present imports of oil into this country could not be diverted 
to Europe to meet their needs? 

Mr. Stewart. The imports that might be diverted to meet the Euro- 
pean need would be those imports that are now coming from Vene- 
zuela to our own east coast. It is those imports that Mr. Springer is 
talking about. If the 250,000 barrels a day of those imports were 
diverted to Europe, we would have one of two situations. The east- 
coast refineries would either be running short that amount of crude 
to meet their normal operations or they would have to get that amount 
of crude from the gulf coast to offset diversion to Europe. 

Mr. Rocers. How much oil is being imported now into this country 
from the Middle East? 

Mr. Stewart. Almost none. I think it is 23,000 or 24,000 barrels 
a day. It is estimated, I am told, that for January it is 29,000 barrels, 
but I think that is a little high. 

Mr. Rocers. We are importing around 800,000 barrels a day. 

Mr. Stewart. We have a mass of totals here—the imports from the 
Caribbean for crude oil, basically from Venezuela, is running about 
497,000 barrels per day. That was the import in December. 

Mr. Rogers. Where is the rest of this oil coming from, the other 
300,000 barrels? If we are getting 496.000 barrels imports from the 
Caribbean and only 29,000 from the Middle East, where is the rest 
coming from ? 

Mr. Stewart. I can give you a breakdown on that. The actual im- 
ports from Canada in the month of December averaged 67,000 barrels 
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per day. The imports from other Western Hemisphere countries were 
26,000 barrels per day, mostly from Columbia. The imports from the 
Caribbean, primarily Venezuela, were 497,000 barrels, which totaled 
about 590,000 barrels into the area east of the Rockies, total imports in 
the month of December excluding the Middle East imports of 88,000 
barrels a day. 

Mr. Rogers. In the month of December. None from Mexico, or 
is that in the Caribbean ¢ 

Mr. Srewarr, Very little oil is imported from Mexico. I do not 
have a specific breakdown on that. It is a very small amount. 

Mr. RKocrrs. Have those imports been incre: ased in Janu: ary / 

Mr. Stewart. We have re into the Pacific coast in addition 
to these figures that I have read you. These are the imports into the 
United States east of the Rockies 

The total imports into the United States in December were 873,000 
barrels per day. Of that, 680,000 was east of the Rockies, and 193,000 
was into the west coast. 

Mr. Rocers. Has there been an increase in that east of the Rockies— 
imports east of the Rockies in the last month that you know of or 
lo you have figures available on that ? 

Mr. Srewarr. There has been an increase. I don’t know whether 
I have the figures with me to show it or not, but there has been an in- 
crease. 

Mr. Rocers. Has that increase been from the Venezuela-Caribbean 
area ¢ 

Mr. Stewart. Yes. I have the figure here that will give you some 
idea. The imports from the Caribbean east of the gulf and east coast, 
averaged between January and October of 1956, 413,000 barrels per 
day. ‘That was an average over that 10-month period. 

Mr. Rogers. Are you talking about crude? 

Mr. Srewart. This is all crude oil. 

Mr. Rocrers. All crude oil? 

Mr. Srewarr. Yes. In the month of November, the imports from 
the Caribbean stepped up to 463,000 barrels per day increase. 

In the month of December they stepped up to about 497,000 barrels 
per day, and I believe that there has been some increase since because 
there would appear to be in the neighborhood of 575,000 barrels per 
day imports for January. The figures are not final, but they appear 
to be of that magnitude. We expect them for February to drop back 

heer 

. Rogers. Let me ask you this; in other words, there has been 
ai increase in imports into this country at the same time that they are 
clamoring for us to increase our exports to go to Europe, has there 
not ¢ 

Mr. Srewart. On the average, the imports from Venezuela have in- 
creased from 413,000 barrels, an average over the first 10 months of 
1956, to an indicated 575,000 barrels in : the month of January, or al- 
most 200,000 barrels a day increase. 

Mr. Rocers. One other thing, two more very short things and then 
I will turn this over. 

Could not this problem be solved substantially by these refineries 
on the east coast that are using this Veneuelan crude if they would 
convert their operations from the gasoline manufacture, of which we 
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have a substantial stock, over to residual oil manufacture or produc- 
tion. 

Mr. Srewarr. They could, but in making a violent shift of that 
type they would run the risk of having insufficient production of the 
heating oils which at this time of the year are in big demand all along 
the eastern seaboard. 

Mr. Rocrrs. That is the very point. Do you mean there are violent 
shifts—do you mean that would be a violent financial shift or violent 
shift in their operations ? 

Mr. Srewarr. A violent shift in their operations to produce a large 
amount of-these fuels while minimizing the production of gasoline. 

Mr. Rocrers. Wouldn’t it be better to do that than to take the chance 
or jeopardize possibly the future security of this country by overpro- 
ducing wells that we have already drawn tremendous amounts of oil 
from ¢ 

Mr. Stewart. Mr. Rogers, there is a happy medium in all of these 
methods that we hope will be achieved. Some will come perhaps by 
direct reduction in refinery runs to the extent that the companies dare 
reduce them in view of their domestic requirements. 

There will be, and we know already there has been a shift from the 
high peak of gasoline manufacture to a much lower figure with con- 
sequent increase in the production of fuel oil. That is a contribution. 

There has been an increase in production in this country of some 
300,000 barrels a day of crude oil domestically which, in itself, is a 
big contribution to our peak demands. But as to your point whether 
or not we should reduce refinery runs and thereby save oil, save run- 
ning out of oil, and at the same time prevent the need for an increase 
in domestic crude oil production, we believe there is a balance through- 
out that can be achieved. But when Assistant Secretary Wormser 
released his press statement last week, we believed that the shift in 
running, the reduction in runs, would not in itself yield enough to 
satisfy what we consider to be the needs. 

Mr. Rocers. In other words, it would have to be operating in both 
fields to meet what. you are talking about—the happy medium / 

Mr. Srewarr. Yes, sir. 

Mr. Rogers. One other question. 

This tanker situation we were talking about a minute ago, can you 
tell me whether there was not a shortage of tankers insofar as the 
delivery of gulf coast oil to the east coast was concerned ? 

Mr. Stewarr. We have heard of none. 

Mr. Rogers. Well then, is there a shortage of tankers insofar as the 
delivery of Middle East oil to Europe is concerned ? 

Mr. Stewarr. Yes, that is where the deficiency is. 

Mr. Rogers. Is there a deficiency in tankers for the shipment of 
Venezuelan oil to Europe / 

Mr. Srewarr. Please understand this, with the given number of 
tankers, a tanker moving oil from either our gulf coast or the Carib- 
bean to Europe can deliver a great deal more oil per day or per month 
than the same tanker could, making the long run around the Cape of 
Good Hope. 

Mr. Rocers. That is because of the additional time it takes to make 
the run. 
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Mr. Stewart. Additional time to make the trip out and back. The 
tanker balance is involved there. And if there was ample oil available 
in the Western Hemisphere on that very much shorter haul, there 
would be no need to go around the Cape of Good Hope at all, but there 
isn’t that amount of oil available. 

So the tankers that cannot get oil cargoes from the Western Hemi- 
sphere, of necessity are routed around the Cape of Good Hope to the 
Persian Gulf. 

Mr. Rocers. One further question. 

Aren’t those tankers—a great number of those owned by the major 
companies that are in the foreign and domestic operations of oil, in 
this Oil Advisory Committee ? 

Mr. Stewart. The American companies which are members of this 
Committee, I think, included every American company that owns a 

tanker. In the total world fleet we were asked yesterday in the Senate 

hearing before Senator O'Mahoney, just what percentage of that 
world fleet is owned by the American oil companies? We don’t have 
that figure, but we are getting it together now. I will be glad to pre- 
sent it to this committee. 

(The Office of Oil and Gas provided the following information as 
to the percentage of tanker tonnage owned by companies belonging to 
the Middle East Emergency Committee :) 

Among the 15 companies comprising the Middle East Emergency Committee 
are companies which own 44 percent of the deadweight tonnage of the privately 
owned portion of the American tanker fleet. These companies, together with 
their subsidiary companies operating vessels under foreign flags, comprise 14 
percent of the total world tanker fleet capacity of 1,000 gross tons or over. 

Mr. Stewart. The American flag fleet is currently about 20 percent 
of the world fleet. My understanding is that under American control, 
part by the oil SSEaTe and part by American corporations that are 
in the tanker business, we have perh: ips half of the world’s tanker 
fleet. It may not run much over 35 percent, however. Iam giving you 
an approximate figure. 

Mr. Rogers. You are talking about tankers that are owned in Amer- 
ica, but registered under a foreign flag ? 

Mr. Srewarrt. Including those under the American flog and under 
various foreign flags. 

Mr. Rocers. Thank you, sir. That is all. 

The CHarman. Mr. Wolverton. 

Mr. Wotvertron. I noticed in answer to a question by one of the 
members of the committee that you say that very little oil is imported 
from Mexico. Why is that? 

Mr. Srewartr. The Mexican production is barely in balance with 
Mexico’s actual need, and they have very little oil available to export. 

Mr. Wotverton. Do they have any market in this country for it? 

Mr. Stewart. They would have a market in this country for the 
residual fuel oil. And I think that there is a little of that coming in, 
but I do not happen to have figures included in this series of figures. 

Mr. Wotverton. Why is it that in all of the estimates that you have 


offered today, until the question was asked a moment ago about 


Mexico, that you never seem to have considered Mexico as a potential 
source of supply ? 

Is the answer you have given because its present production is in bal- 
ance with their demand. 
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Mr. Srewarr. The production in Mexico is essentially in balance 
with their own requirements. 

Mr: Wotverron. Is it any policy that is pursued on the part of this 
Government that makes it necessary for Mexico to restrict its pro- 
duction so that it is within balance ? 

Mr. Srewarr. None whatever. PEMEX, the Mexican Govern- 
ment oil company, produces under the schedules established by the 
Mexican Government, and no other government has anything to say 
about that, this Government least of all. I have a figure here, Mr. 
Wolverton, on the crude-oil imports from Mexico for the period Jan- 
uary to November, inclusive. Those imports from Mexico totaled 
1,954,000 barrels into the east coast. 

Mr. Wotverron. Do you know whether any steps by our Govern- 
ment that have been taken in the event of shortage to encourage in- 
creased production in Mexico on account of any such shortage of 
supply ? 

Mr. Srewarr. I do not know of any steps that were taken to en- 
courage them. 

Mr. "W OLVERTON. Could you say whether there is a possibility of an 
essential increase there if and when it would be necessary to utilize it? 

Mr. Srewarr. I think, Mr. Wolverton, that I would have to say 
that I do not know what the potential may be in Mexico, because we 
have insufficient information on it. 

Mr. Worvertron. Why is it that we are so deficient in knowledge 
with respect to the potential in Mexico? 

Mr. Srewarr. The Mexican oil operations are entirely under the 
Mexican company, the Petroleos Mexicanos, commonly called 
PEMEX. We have insufficient information from that company on 
what their actual potentials may be. 

Mr. Wotverton. Why is it possible for you to make estimates with 
respect to Russia and its potential and, apparently, are unable to 
make estimates with respect to the potential in Mexico which im- 
mediately adjoins us? 

Mr. Srewarr. We are not able to make estimates on the potential of 
Russia. We do have estimates on what the Russian production is—— 
the producing rate. 

Mr. Wo rverron. What enables you to be in the position to give esti- 
mates with respect to the Russian production that you cannot now give 
with respect to Mexico immediately adjoining us? 

Mr. Srewarr. We do have figures on the production of Mexico. 

Mr. Wotverton. What figures do you have that would indicate the 
proven resources in Mexico at the present time ? 

Mr. Stewart. We would have the figures prepared by the Govern- 
ment company PEMEX, and those figures indicate that im 1955 Mexico 
had a reserve of 1,900 million barrels of oil. 

Mr. Wotverton. Do you know whether there has been any increase 
by new discoveries during the time that has intervened from the giv- 
ing of that estimate until the present time 4 

Mr. Srewarr. That estimate was in 1955, Mr. Wolverton. We did 
not have an estimate for 1956. 

Mr. Worverton. When we speak of reserves we are speaking of oil 
in the ground, are we not ! 

Mr. Stewart. Yes, sir; reserve oil in the ground. 
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Mr. Wotverton. Haven’t there been recent discoveries there that 
would have increased the figure that you gave? 

Mr. Stewart. There have been some recent discoveries. 

Mr. Wotverton. Have they been substantial ? 

Mr. Stewart. That we do not know. I could not say whether they 
have been substantial or not, because we don’t have enough infor- 
mation. 

Mr. Wotverton. Well, in case of emergency, would it not be advis- 
able to have all of the information possible with respect to a source of 
supply that is so close to us? 

Mr. Srewarr. We have enough information, Mr. Wolverton, to 
know that the Mexican production is barely in balance with the 
Mexico demand. And in case of an emergency, Mexican demands 
would rise; and rise to a degree that probably would largely absorb 
any extra potential they might have. 

Mr. Wotverton. Well, that seems to me to be dealing in a realm 
that would be very difficult for you to make any estimate as to whether 
the emergency would be such as to increase Mexico’s local or domestic 
use. What I am trying to get at is, in the case of an emergency, and 
I would say that we are facing somewhat of an emergency at the pres- 
ent time, but assuming it to be even more so than at the present time, 
wouldn’t it be helpful to have a source of supply that could come to 
us without the dangers of the tanker losses that we had in the last war? 

Mr. Stewart. Very definitely. 

Mr. Wotverron. In other words, I assume that it would be possible 
to transport from Mexico to the U Inited States by pipelines that would 
come across the intervening land. 

I also have in mind that Mexico faces on the Pacific Ocean as well 
as on the Atlantic Ocean. According to where our emergency might 
be, it would be possible then to ship from either side of Mexic 0, either 
to the Atlantic side or the Pacific side according as the need required. 
And with Mexico so strategically located as it is and with a supply 
of oil available, it seems to me that it is a very important area for us 
to have every possible bit of information in respect to and also to 
encourage, if necessary, increased production. 

Mr. Neat. Will you yield at that point? Isn’t it very likely that 
the Mexican Government PEMEX, the organization lacks the funds 
to develop their own resources ? And isn’t it also likely that because 
of the expropriations that were made here a number of years ago that 
the American oil companies are not particularly interested in going 
in to help them. Wouldn't that be a factor in the failure to develop 
that which you have just now expressed ? 

Mr. Worverton. I am inclined to think that you are on the right 
track when you make that statement. 

Mr. Stewart. To cut through to the heart of what you are express- 
ing, Mr. Wolverton, I think you should bear in mind that the produc- 
tion in Mexico for most of the months of 1956 has been in the neigh- 
borhood of 260,000 barrels per day average. 

Mr. Wotvrrron. 260? 

Mr. Stewart. 260,000 barrels per day average. 

Mr. Wotverron. Thank you. 

Mr. Stewart. Mexico has been importing products from this country 
to help make up requirements. So I would assume that, if PEMEX 
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could increase its production above the 260,000 barrels, they would do 
so, rather than import American oil. 

To get to another point, if we had an emergency that put special 
pressure and special importance on the Mexican production, and if that 
oil production was doubled, it would add 260,000 barrels per day. 
That might be a critical amount of oil, I will gre ant you, but to double 
a country’ s production and do it promptly is not a very easy task. 

Mr. Woxverron. You rather surprise me with your statement you 
have just made in view of the fact that you said Mexico’s s production 
was in balance with its demand, and now you state that they import so 
many barrels per day from us. 

Mr. Stewart. I said that the Mexican production is substantially 
in balance with their demand. 

Mr. Wotverton. Then the word “substantial” takes on some sig- 
nificance. 

Mr. Stewart. They do import. 

Mr. Wotverron. That is a new phase of the situation that I have 
never heard before. I don’t mean to dispute what you have said. I 
merely am referring to the fact that I have never heard that phase 
presented before. 

Mr. Hesevron. Will you yield on that point ? 

Is there any export from Mexico of crude oil ? 

Mr. Srewarr. There is an export of crude oil to the United States. 

Mr. Hesevron. How much? 

Mr. Stewarr. I mentioned a moment ago, in the 11-month period, 
January through November 1956, it amounted to 1,954,000 barrels to 
the east coast, about 6,000 barrels a day, and in addition, about 7,000 
barrels a day to the United States gulf area 

Mr. Wotverron. What is your opinion with respect to the present 
Suez situation being the cause for the increase in the price of gasoline 
to the consumers in this country ? 

Mr. Stewart. Mr. Wolverton, some time back in a series of dis- 
cussions on the approach that the Administration would take to price 
problems it was determined that inasmuch as there were no price con- 
trols available to the Government and inasmuch as the rise or fall of 
prices of crude oil or products was a matter that was entirely in the 
hands of the industry, we in Government should make no statements 
of any sort. And I don’t think that I should attempt to answer that 
question. 

Mr. Wotverron. That is the most astounding statement that has 
been made here today, in my opinion. This congressional committee is 
charged with the responsibility of legislating with respect to pe- 
troleum. I am endeavoring to ascertain whether the present Middle 
East situation with particular reference to the closing of the Suez 
Canal, has had an effect with respect to what oil could or could not be 
supplied and the effect on the present price to Amercian consumers, 
and your answer indicates you are precluded from telling me in answer 
to that question whether there is any basis because of the Middle East 
situation to increase the price of gasoline, or fuel oil, to the co sumer 
in this country. 

Did I understand you correctly to say that ¢ 

Mr. Stewart. Mr. Wolverton, there is undoubtedly some relation 
hetween the oil lift from the United States to Europe, some influence 
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on the price of crude oil in the United States, on the posted price of 
crude oil. But there are other factors that are involved. And be- 
cause of the number of those factors it would be entirely unwise for 
me to try to give you a simple “Yes” or “No” answer. And I don’t 
think that I can be drawn into that type of a discussion. 

Mr. Wotverron. Well, certainly, while I think that this committee 
is entitled to that information, I do not want to have you feel that I 
am endeavoring to draw you personally into an embarrassing situa- 
tion by pressing for an asnwer to that question. But you have not 
changed my mind with respect to the right of this committee to have 
an expression from the persons who have charge of petroleum in our 
Government to express an opinion to us on a matter as important as 
this is to the consumers in this Nation. 

I come from a district where the consumer problem takes precedence 
over everything else. And if you could see the letters that come over 
my desk in a day and read the news contents that some of our local 
papers have, you would understand why I am asking this question. 

Is it unreasonable for me to ask the question ? 

Mr. Stewart. It is not at all unreasonable, Mr. Wolverton, for you 
to ask the question. 

Mr. Wotverton. Is it unreasonable for me to ask it of a Government 
official ? 

Mr. Srewart. Not at all. 

Mr. Wo rverron. Is it reasonable then for a Government official to 
say that the policy is not to make any answer—that it is their policy ? 

Mr. Srewarr. The decision that was made, and under which I am 
forced to operate is that we cannot express an opinion on what factors 
enter into a price change in oil in this country, Mr. Wolverton. 

Mr. Wotverton. Do you know what factors enter into the price 
without entering into whether it is a justification or not? In other 
words, what elements would enter into it / 

Mr. Stewart. I know that the costs of finding and producing crude 
oil in this country have gone up very greatly | over the past several 
years. I know that a crude oil price raise was made in June of 1953 
and there has been no crude price raise since until January 3 of this 
year. Those are facts with which I am acquainted. 

The CuatrMan. Will you yield to me for one question / 

Mr. Wotverron. Yes. 

The CuHarrman. Had there been no Middle East crisis, are you 
willing to express an opinion whether or not there would have 
been an increase in crude prices in this country ? 

Mr. Srewarr. I could not express an opinion on that, Mr. Harris, 
because I simply don’t know. But I have had the personal feeling 
that a crude price rise to the producers in this country was long 
overdue. That goes back to my days as a producer. 

Mr. Wotverton. You had no hesitation whatever in answering that 
question ; did you ¢ 

Now, the policy that you speak of that prevents you from answering 
my question is one that you say you are bound by and cannot answer 
my question. 

What is different, or what creates a difference in a policy that 
permits you to express the opinion that a price cost is long ov erdue, and 
you cannot answer my question as to whether the present Middle East 
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situation is in any sense responsible for the present increase to our 
consumers ¢ 

Mr. Srewarr. Your inquiry, Mr. Wolverton, is entirely in order. 
But I will have to admit that I am a completely incompetent witness 
to answer that. I think that your committee can get from industry a 
much better answer than I can give you. 

Mr. Wotvertron. Do you mean to infer that in a case like this that 
the committee must depend upon industry’s answers rather than upon 
Government officials ? 

Mr. Srewarr. The industry knows exactly why they do certain 
things and I can only infer. I have no way of knowing what all factors 
are that the industry takes into consideration when ‘they either raise 
or lower prices. 

Mr. Wotverron. Well, the further we go the more astounded I am, 
because of the fact that you said it is a policy. Who determines that 
police ye 

Mr. Srewarr. Mr. Wolverton, I think that you will understand why 
I say policy. If we in Government undertake to explain price rises or 
price reductions, any explanation that we make will be assumed to be 
a justification one way or the other. And inasmuch as the matter of 
prices is completely in the hands of the industry, we believe that in- 
dustry is the proper source of testimony as to why these things 
happen. 

Mr. Worverton. You do not think then that the committee could 
make a wrong inference from information that the industry would 
give, but we might make a wrong inference from any information 
that a Government official would give; is that right? 

Mr. Srewarr. The committee might not make the wrong inference. 
And knowing this committee, I do not think they would. But the 
testimony given here and the comments given here receive wide pub- 
licity and many inferences are drawn and in many places. And 
some of them are justified and some are not. 

Mr. Wotverton. Maybe an examination of the information that you 
would give—maybe upon examination we would draw the same in- 
ference that you would or we might draw a different inference. What 
I am objecting to is that we cannot have the benefit of the experience 
and the knowledge of Government officials such as yourself who come 
to us so highly recognized and one whom we recognize as an out- 
standing man, that we cannot have the benefit of your judgment. I 
am a layman. I am not in the oil industry. I only know of it as it 
comes before this committee over a period of years. 

And I thought I was asking the question of a source that I would 
be entitled to have an answer from. And after I have received your 
answer or the Government answer, I then in fairness would have the 
industry likewise give their answer or information. Then we could 
make up our minds. Our conclusion might be right, or it might be 
wrong, but we would base it on all of the information that is avail- 
able. Certainly that basic information should not be confined to just 
what the industry might give. 

If we are going to do that in this instance, we might just as well 
repeal and eliminate the ICC and all of the other regulatory bodies 
and just have industry tell us what ought to be done. 
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I do not think whoever made that policy, that you are bound by, 
realized as fully as they should their responsibiltiy to the public and 
congressional committees. 

Who made that policy? Does that come from a division, a bureau, 
or a department or from what source does it come ? 

Mr. Srewarr. I cannot tell you from what source that came be- 
cause I do not know. But I was told that that was the position that 
we should take. I was told that by Assistant Secretary Wormser and 
by Secretary Seaton, who are my superiors 

Mr. Wotverton. Who? 

Mr. Stewart. Assistant Secretary Wormser and Secretary Seaton. 

Mr. Wotverton. I won’t press you any further on it until we have 
an opportunity to question them on it. I do not know whether we 
will have an opportunity to question them on it. I do not know. I 
certainly would not want to embarrass you by questioning you or even 
seeming to lecture the Department when you are not the one respon- 
sible for the policy. I only want to make certain that you have cor- 
rectly interpreted the policy of the Department when you say you 
cannot answer my question for me. 

I am here as a representative of the people. And I am hoping that 
I can get some information that will enable me to come to a correct 
conclusion, but if I am to come to a correct conclusion it can’t be by 
some one-sided statement from either Government or industry. It 
ought to be a two-sided statement from both. But I evidently cannot 
get at this time the Government to do so. 

Mr. Stewart. Mr. Wolverton, you were asking me to express an 
opinion. I know enough about the subject to know that I do not un- 
derstand all of the factors, and that any opinion I might have is ac- 
tually not much better than a notion and not such an opinion as | 
should express to you as coming from a Government official. 

Mr. Wotverton. Yes, Mr. Stewart, if you had said to me in answer 
to my question, “I do not think I am able to answer your question, be- 
cause I do not have sufficient knowledge of the subject,” maybe I would 
not have found it necessary to have asked as many questions as I have, 
but you stated it was because of a policy that denied you the right to 
express an opinion. 

Did you not say that the policy was such that you were told not 
to express any opinion ? 

Mr. Srewarrt. I told in the beginning, Mr. Wolverton, I told you 
substantially what I said just now, and then later in your questioning 
I told you that the policy had been established that we would not in 
the Government express opinions. 

And then you stated at the last moment why we felt that any opinion 
we would express could not be a well-reasoned opinion because we 
do not know all of the factors. 

Mr. Wotverron. Just one further question and then I have finished. 

Could you give me the name of any official in the Government who 
would have the knowledge and not be denied the right to express it to 
me as a member of this committee in the event that the committee 
would call such a person ? 

Mr. Srewart. No, I can’t give you the name of an individual who 
would be competent to express an opinion on this present question 
because I do not know of any who are. 
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Mr. Wotverton. What source would you suggest that I go to, to 
seek information that would be helpful from a consumer standpoint? 

Mr. Stewart. May I go off the record, Mr. Chairman? 

The CHarrmMan. Yes. 

(Discussion off the record. ) 

The Cuarrman. Will the gentleman yield at that pomt / 

Mr. Wotverron. I yield the floor. 

The CuarrmMan. I will have to recognize Mr. Dingell. 

Mr. Dincext. I have been jumping y around here all afternoon trying 
to get around to this question. As you can recall we talked here about 
this 103 and 110 percent of pre-Suez demand in the Middle East. 
Rather of pre-Suez demands stockpiled in Europe. 

The point I make is this, you-say 103—the figure is given as 103 
to 110. It would be fair to say that you could be a little fuzzy on 
that figure and that the figure should lie somewhere more proper ly be- 
tween 103 and 110 percent, isn’t that a fact, sir? 

Mr. Srewarr. The figure varies between 103 and 111 percent for 
gasoline, on the normal first quarter demands in Europe. That varia- 
tion is one country as against another. 

Mr. Drncetu. Gasoline is overstocked in the United States at the 
present time ? 

Mr. Stewart. Yes, sir. 

Mr. Dincett. How many gasoline price rises have occurred during 
the past year ? 

Mr. Stewart. I wouldn’t know. 

Mr. DincGetu. Since the Suez Canal has been closed how many gaso- 
line price rises- 

Mr. Stewart. I don’t know. 

Mr. Drncetu. In this country ? 

Mr. Stewart. I don’t know. 

Mr. Drnce... You drive in the city of Washington, don’t you, sir? 

Mr. Stewart. My wife drives. 

Mr. Drncetxi. Well, all right. What does she pay for a gallon of 
gasoline now ? 

Mr. Stewart. I don’t know. 

Mr. Dineeti. Well, you know what you paid before the Suez was 
closed ? 

Mr. Stewart. No, sir. 

Mr. Drincett. I happen to know. I used to pay 28 or 29 cents a 

gallon for gas here in the city and I pay 31 or 32 or 33 for regular 
akeolite now. The point I wanted to make is this: Assuming now that 
Europe i is overstocked, the United States is overstocked, can you give 
me, assuming that we operate on the classical supply and demand 
theory—can you give me one intelligent reason why we have had these 
gasoline price rises since the Suez Canal was closed ? 

Mr. Stewart. Substantially, the same question that Mr. Wolverton 
asked and I simply can’t answer it. 

Mr. DinceLt. You are charged with the responsibility of knowing 
about petroleum matters. 

Mr. Srewarr. I know about petroleum matters but we confine our 
efforts to the research and analysis of supply and demand, and we 
very carefully keep out of the question of prices. 
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Mr, Dinceiu. My question goes to the supply and demand, wouldn't 
you say ¢ 

Mr. Srewarr. Your question as I understand it goes directly to 
price. 

Mr. Dincevt. All right. At this time when gasoline is apparently 
in long supply in this country, and apparently in long supply in Eu- 
rope because of your own testimony today and because of the fact 
that we happen to know almost every European country is rationing 
gasoline, does it not seem to be a rather unusual situation to us that 
gasoline would have to rise a couple of times during this period in 
price ? 

Mr. Srewarr. If I knew all of the factors on that, I might be able 
to tell you whether I think it is unusual or is not unusual. But we 
have given price no attention whatever. We have been concerned 
about volume. 

Mr. Dincett. The Washington Post this morning ran an article 
where it said that there was a tie-in that had been forced on our Euro- 
pean friends between gasoline and crude and fuel oil purchases. Do 
you have any comments vou would care to make on whether or not 
there is a tie-in? 

Mr. Srewarr. That came out of some questioning before the 
O’Mahoney subcommittee yesterday afternoon, and one of the Sen- 
ators asked me if I knew that there were any tie-in sales of gasoline 
with crude oil for movement to Europe. I told him that I h: id heard 
rumors that there had been some. How extensive those tie-in sales 
may have been I don’t know, but there were rumors. 

Mr. Dinceitxi. Has the Antitrust Division of the Department of Jus- 
tice looked into these rumors ¢ 

Mr. Stewart. I don’t know. 

Mr. Drncexr. Isn’t it your duty to bring those matters to the atten- 
tion of the Department. of Justice? 

Mr. Srewarr. No. That’s not our business. 

Mr. Dinceix. All you do—— 

The CuatrMan. Will you yield to me on that? I think Mr. Stew- 
art, you might get this matter a little clearer, since he referred to the 
report in the newspaper. I am reading from the front page of the 
Washington Post of February 7: 

Hugh A. Stewart, head of the Interior Department’s Oil and Gas Division, 
said the big interests national oil firms are excusing the unnecessary gasoline 
shipments, claiming they must buy gasoline to get the needed crude oil. 

Did vou say that ? 

Mr. Stewart. I did not. 

Mr. Drncetx. That was—— 

Mr. Stewart. That was the inference. 

Mr. Drneetu. The newspaper reports are wrong. 

Mr. Srewarr. That is the inference drawn by reporters. What I 
did say is substantially what I just repeated. 

Mr. Drneerx. This quotes you as making that statement. 

Mr. Stewart. That is correct. 

Mr. Diner. And it is quoted by a staff reporter, Mr. Bernard O. 
Nossiter. 

Mr. Srewarr. Yes; he may be here in the room. He was here this 
morning. 
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Mr. Dincext. I don’t know whether he is or not. 

Mr. Stewart. It is his impression. 

Mr. Dineeix. He didn’t say it was an impression. He made this 
as a statement. 

Mr. Stewart. All right. 

Mr. Dinerii. And you say you didn’t make that statement. 

Mr Srewarr. I did not make the statement that the big interests 
national oil companies had been forced into tie-ins. I don’t know 
what companies were forced into a tie-in, nor do I know how many 
there were. I heard rumors that there had been some of those. 

Mr. Harrts. Well, if I were that staff reporter I would take what 
you said here today in order to maintain the reputation that I know 
news reporters wanted to maintain—I would clear it up one way or 
the other. 

Mr. Stewart. I have already talked té6 him. 

Mr. Drncetu. I don’t believe newspaper reporters would deliber- 
ately try to mislead the American people. 

Mr. Hesevron. Would you yield for a further question ? 

Mr. Dincett Allright. 

Mr. Heserron. You were reported in the Wall Street Journal, Feb- 
ruary 4, Mr. Stewart, as saying: 

Mr. Stewart says that Europe does not need a drop of gasoline. 


You were asked why gasoline is being shipped and replied, “I would 
like to find that out my self.” 

Are those quotations accurate ? 

Mr. Srewart. Substantially; they are quoted directly from the 
questions and answers at my press conference of last Friday. 

Mr. Hesevron. That is all. 

The Cuatrman. The Wall Street Journal reporter obviously was 
correct. 

Mr. Dincewu. Isn’t there a very good reason to believe there may 
have been a high degree of truth here in the quotation made by Mr. 
Nossiter in yesterday” s Post in view of your earlier remarks quoted in 
the W all Street Journal ? 

Mr. Stewart. I tried to repeat to you today what I said in answer 
to the question yesterday, that I had heard rumors of tie-in sales. But 
T had no way of knowing how many there had been or who had made 
them. 

Mr. Dincei. Then further down you are quoted as having said, 
and I am quoting directly from the article here: 

For these companies to get additional crude they had to take a certain amount 
of gasoline. 

Did you say that, sir? 

Mr. Srewarr. That is merely a repetition of what I had said in the 
first place. 

Mr. DincE = Let me ask you this question: Apparently, the MEEC, 
the Middle East Emergency Committee, and its members got im- 
munity from the antitrust laws; is that right ? 

Mr. Srewarr. For certain activities. 

Mr. Drnceii. What activities did they get immunity from the anti- 
trust laws? 
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Mr. Stewart. Basically, for two: One, they could pool information 
on petroleum demand and petroleum supplies in all areas in the free 
world. 

They could pool information on the capability of their producing 
fields, the pipelines, transport capabilities; their refining capacity. 

Mr. Dineeui. Did this immunity include information on pr ices ? 

Mr. Srewart. I would not think so, but prices are not included in the 
framework of the plan of action, and no discussion of price comes up, 
nor would it be permitted to come up. 

Mr. Dineeiu. In other words, you give these people authority, for 
all intents and purposes, to form ma cartel or marketing agency, and you 
would overlook the cost factors; in other words, you give them a blank 
check to unite for almost all intents and purposes, ~ but you take no 
steps to supervise their cost structure ? 

Mr. Stewart. You misunderstand the Middle East Emergency Com- 
mittee. They are not united in any way to handle m: arketing. They 
are solely set. up to handle the matter of petroleum supply and trans- 
portation to Europe. When that oil reaches Europe, the Organization 
for European Economic Cooperation determines where that oil will go 
and to what countries. That is a European government organization. 
The members of the Middle East Emergency Committee have nothing 
to say or do about it. 

Mr. Drnceii. Didn’t you say yesterday that the reason that the 
Government granted this is that such agreements were being permitted 
to operate outside of the antitrust laws, because the antitrust laws 
would make them too cumbersome ? 

Mr. Srewart. I didn’t complete my comment on the purpose of that 
plan of action. 

The first purpose was the pooling of information. 

Then the second purpose is to provide for intercompany transactions 
which are carried on under a specific schedule and specific transactions 
that have to be passed on by the Government. Those transactions have 
to be such that they will expedite the oil lift to Europe. And those 
activities are confined to expediting that oil lift without any regard 
to where that oil is delivered when it reaches Europe. 

Bear in mind that I am not an attorney and I know very little about 
the antitrust laws, but, as I understand it, it is within this problem of 
common discussion of information and the joint deals that are worked 
out between one member and another to facilitate this movement to 
Europe, that it was considered by the companies that they had to have 
antitrust immunity. 

If it will simplify your problem, the Department of Justice very 
carefully reviewed every step of the plan of action and any amend- 
ments made to it and the Department of Justice has a representative 
present, I think, at all meetings of the Middle East Emergency Com- 
mittee. I know they have them at most of the meetings and at many of 
the subcommittee meetings, so that they themselves can see what is 
going on. 

Mr. Drncetu. And counsel these people ? 

Mr. Stewart. Oh, no. 

Mr. Drncetz. Not to show them how to get around the antitrust 
laws? 
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Mr. Srewart. They are to inspect the operations to make sure that 
from a Government standpoint the operations are confined to the scope. 

Mr. Dinceix. Not show them how to get around the antitrust laws? 

Mr. Stewart. No, sir. To make sure as watchdogs—to make sure 
for the benefit of the Department of Justice whether or not they go 
beyond the immunity granted and will then become eligible to prose- 
cution. 

Mr. Drnceti. At the present time you told us we are importing 1.1 
million barrels a day instead of eight-tenths of a million barrels a day 
from Venezuela—is that right, sir? 

Mr. Srewarr. Well, I will have to go back and check those figures 
for you. 

Mr. Drncett. Would you have one of your assistants check those 
figures while we go on ? 

Mr. Stewart. Yes, sir. 





As furnished by the Office of Oil and, imports into the east coast from Vene- 
zuela and Netherlands West Indies in the month of December were 497,000 bar- 
rels per day of crude oil and 595,000 barrels per day of products. 

Mr. Dincetxi. Our shipments to Europe you tell us are short about 
two-tenths of a million barrels a day—short of normal consumption ? 

Mr. Stewart. The supply to Europe from all sources is short about 
250,000 barrels a day. 

Mr. Dineen. So actually our imports from Venezuela are about 
equal to the shortage in Europe; is that right ? 

Mr. Stewart. The increase in our imports from Venezuela is about 
equal to the deficiency in the supply for Europe. 

The CuatrMan. They increased over what period of time? 

Mr. Srewart. The increase compared with the actual imports from 
Venezuela before the month of October. 

Mr. Dineett. Which was roughly prior to the time that the Suez 
was closed ¢ 

Mr. Stewart. Yes; prior to that situation. 

Mr. Dinceti. The Venezuelans fractionate their petroleum differ- 
ently when they run it. They run more heavy fractions and less of 
the more volatile fractions like gasoline; isn’t that right ? 

Mr. Stewart. There is no simple answer to that question. It varies 
with the type of crude oil that is being refined there. 

The European refineries in general refine the crude oil that reaches 
Europe more or less in the pattern that I showed on that chart earlier 
this afternoon. 

Mr. Dincetxt. You told me in answer to a question earlier that our 
exports of gasoline to Europe have very substantially increased; is 
that right, sir? 

Mr. Srewart. They have. 

Mr. Dinceti. What. we are in effect doing then with this oil which 
we are bringing in, this crude which we are bringing in, from 
Venezuela, we are, if you might say if you look at it in the overall 
picture, we are bringing it up and fractionating it ourselves and then 
shipping it to Europe; is that right ? 

Mr. Stewart. No. 

Mr. Dince tu. In effect the amounts involved are substantially the 
same. 
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Mr. Stewart. Well, on balance, perhaps. 

Mr. Dinceu. On balance? 

Mr. Stewart. Yes. But the shipments to Europe have been almost 
altogether from the gulf coast, and the imports from Venezuela have 
been almost altogether i into the east coast. 

Mr. Drncevyi. Under those circumstances then it would not have 
been fair to say we are shipping it in and fractionating it differently 
than E urope and then shipping it over to Europe. 

Mr. Stewart. That would not be correct. 

Mr. Dincext. On balance it would be. 

Mr. Stewart. On balance; yes. 

Mr. DrncELL. I would like to thank you very much, Mr. Chairman, 
for the courtesy. 

Thank you. 

Mr. Hatz. Mr. Stewart, what are the duties of the Office of Oil and 
Gas supposed to be? It is a very bona fide question. I am not trying 
toembarrass you. I want to know what is the function. 

Mr. Srewart. We have one main function, Mr. Hale. That is to 
survey and analyze the petroleum and gas capabilities of this country 
with particular reference to our normal ‘requirements in the short term, 
potential requirements in the long term, and particularly with respect 
to our requirements in the event of war, and from 

Mr. Hate. In other words, you are concerned with the available 
supplies and the requirements of the country; is that right ? 

Mr. Srewarr. Of the country as a whole—not of the individual 
companies. 

Mr. Harz. Do you, as a matter of fact, keep price statistics on oil ? 

Mr. Stewart. No; we do not. 

Mr. Hare. Do you have graphs of oil costs or anything of that kind? 

Mr. Stewart. We work basically from the price ‘data that the 
Bureau of Mines prepares, and we refer to that from time to time for 
some questions, but we maintain none ourselves. 

Mr. Hate. If you wanted to know anything you would go to some 
publication like the Oil and Gas Journal. 

Mr. Srewarr. Ordinarily, for quick reference we go to one of the 
trade publications. 

Mr. Hare. You do not know whether oil prices have advanced more 
than steel prices, or vice versa, do you? 

Mr. Srewarr. I don’t. I undertook a while back to make a study 
of that sort and, frankly, we got lost in it because we don’t have ade- 
quate material. 

Mr. Hate. Is the Federal Trade Commission making some current 
study of the oil price situation, of the rise in oil prices? 

Mr. Srewarr. I would not be sure whether they are or not. 

Mr. Hate. Do you know asa matter of fact what changes there have 
been in the oil prices in the last 6 months? 

Mr. Stewart. I know from the papers that the price of crude oil 
was increased. The price increase range was from 45 cents per barrel 
for some areas, down to 25 cents per barrel in other areas. This in- 
crease occurred in the gulf coast, Texas, and Oklahoma, and whether 
that price rise spread across the country, I do not know. 

Mr. Hate. There isn’t any person in your office—anybody in your 
office—any person or group of people that keep statistics on actual mar- 
ket prices in various parts of the country ? 
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Mr. Stewart. Not on prices. 

Mr. Hauer. But you do think, if I understand your quoted testimony 
from the Wall Street Journal that some of the companies are trying 
to coerce Europe to buy gasoline in order to get fuel oil is that 
right ? 

Mr. Stewart. The point I made was that I had heard rumors that 
some companies trying to buy crude oil for movement to Europe 
had to take some gasoline at the same time in order to get the crude 
oil. 

Mr. Hate. You mean that the European consumers had been obliged 
to buy gasoline in order to get their requirements of crude? 

Mr. Stewart. Some companies buying the crude oil, I was told, and 
bear in mnid these are rumors, had to buy some gasoline to go with it. 

Mr. Hate. Do you mean European companies. 

Mr. Srewarr. I don’t know which companies they were, sir. They 
were companies buying oil to ship to Europe. They may have been 
domestic companies. 

Mr. Hatz. They were buying for European customers? 

Mr. Srewarr. For Europe. What those companies did with the 
gasoline, I don’t know, and the ratio of an American gasoline demand 
to the American distillate demands is quite different from the 
analagous ratio in Europe. 

Mr. Hatz. Is that right? 

Mr. Srewarr. Very markedly different. Will you put that chart up 
again ? 

“Mr. Hate. Why is that—is that because the Europeans use fewer 
automobiles or what is the reason ? 

I remember that chart. 

Mr. Srewarr. There are a number of factors built into that differ- 
ence in the pattern, Mr. Hale. The price of gasoline in Europe is 
very high. ‘Those of us from this country would consider them to be 
exorbitantly high. And a large part of the price of the gasoline is 
tax. Consequently, the use of gasoline is greatly reduced as com- 
pared to what it is in this country. The automobiles and trucks are 
small, light units, as compared with the type of cars and trucks we 
have here. And the net result is that the consumption of gasoline per 

capita, or in total, is very much lower than ours. And that is reflected 

in the fact. that, out of the barrel of crude that is refined in Europe, 
they take only 22 percent of gasoline, whereas in the barrel of crude 
refined in this country the average yield is 43 percent gasoline, almost 
twice as great. 

Mr. Hare. But the information that you have on that subject comes 
to you in an unofficial way. Simply a rumor; is that right 

Mr. Srewarr. On this reported tie-in? 

Mr. Hate. Yes. 

Mr. Stewart. Strictly rumor. 

Mr. Hate. And it is not your duty to investigate that situation. 

Mr. Srewarr. It is outside of my scope. I haven’t the time nor 
staff to attempt to and I don’t know that it is really any of my business. 

Mr. Hate. That is all. 

Mr. Rocers (presiding). Mr. Heselton ? 

Mr. Hesetron. You have some responsibility in determining the 
availability of crude-oil production throughout the world. 
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Mr. Srewarr. Particularly with respect to this country, but we do 
have to maintain the same sort of information throughout the world 
because our international problems, our overall defense, is tied in in- 
timately with the worldwide petroleum supply and demand problem. 

Mr..Hesetton. Your testimony here today indicates interrelation 
between the supplies available in other countries and supplies avail- 

able here. 

Mr. Stewart. Yes. 

Mr. Hesevron. You do have occasion to look into the possibilities 
of Canada, I take it? 

Mr. Stewart. Yes. 

Mr. Heseiron. Is your information quite accurate as to what Can- 
ada can do and what they may be expected to do in the next few years ¢ 

Mr. STEWART. I think that it is for Canada as it is for any area in 
the United States. It is accurate. 

Mr. Hesetron. You make requests of the Canadian Government 
officials or Canadian industry and receive information from them ¢ 

Mr. Srewart. Yes. 

Mr. Hesevton. You are satisfied with what you receive ? 

Mr. Stewart. I think that it’s complete and quite accurate. 

Mr. Heseiron. Would the same thing be true of Venezuela ? 

Mr. Stewart. I think it is. 

Mr. Hesevtron. Is the same thing true of Mexico? 

Mr. Srewarr. I think we are getting the best information that 
PEMEX has or can give us. 

Mr. Hesevton. In other words, you have no complaint about their 
attempt to inform you of what they have or what they anticipate they 
may be able to prone e! 

Mr. Stewart. That is correct. 

Mr. Heserron. What is the obstacle to developing Mexican re- 
sources—what is their greatest difficulty, apart from dollars? 

Mr. Srewarr. I think you stated it earlier today, but I believe that 
budgetary problems are the biggest obstacle. 

Mr. Hesevron. Do they have the cooperation of American industry ? 

Mr. Srewarr. They have the cooperation of American technicians. 

Mr. Heserron. T asked as to American industr y: 

Mr. Stewart. The American industry? There have been several 
attempts of various American companies to go into Mexico on some 
joint. bases over the past 4 or 5 years but I think the results of those 
efforts have not been too promising. 

Mr. Hesetron. That has been due in part to the attitude taken by the 
State Department ? 

Mr. Srewart. No. 

Mr. Hesevron. Are you sure of that? 

Mr. Stewart. I’m quite sure of that. 

Mr. Heseiron. Your office also has the responsibility for informa- 
tion as to the use of pipelines and tankers in this country; is that not 
true ¢ 

Mr. Stewart. Yes, sir. 

Mr. Heseiton. Have the pipelines serving the gulf coast been used 
to capacity since November 1? 

Mr. Stewart. Pipelines in this country to the gulf coast ? 

Mr. Hesetton. To the gulf coast. 
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Mr. Stewart. The degree to which those lines have been filled has 
varied from time to time over the past several months. I have no re- 
cent information, that is no information in the last 3 or 4 weeks as to 
just exactly how nearly filled those lines are, but in November and 
December the lines were not only running to full capacity but there 
was apparently some increase in capacity by reactivation of additional 
pump stations. 

Mr. Hesetron. You have no information subsequent to December ? 

Mr. Stewart. No information since some time early in January. 

Mr. Hesetton. What about our tanker capacity from the gulf coast? 
Has oe been used to capacity 2 

Mr. Srewart. I think so. I would say this, Mr. Heselton, that the 
tankers were available to us to move from the gulf coast to the east 
coast, and any tankers in addition that were available were put in some 
other run. 

Mr. Hesetton. I am puzzled by the statement by Assistant Secre- 
tary Wormser when you were present on January 27 in the press 
release. You are familiar with that? 

Mr. Stewart. Yes, sir. 

Mr. Hesevron. In terms of the suggestion that— 

The Department of Defense, concerned over the diminishing supplies of petro- 
leum available for export to Europe, has advised me that under certain conditions 
a portion of the military reserves stocks of fuel oil will be made available. If 
American industry’s efforts to increase supplies of oil to Europe result in low 
domestic stocks of heavy fuel oil and if the domestic situation requires it, the 
Department of Defense will make available from its military reserve stocks in 
the United States a limited amount of fuel oil to meet specific domestic emer- 
vency needs. 


I have not read it all. If there is anything further to which you 
want to refer, you may do so. 

The point that has puzzled me ever since I first read that release-— 
and I don’t want you to discuss anything that is security in nature—is 
how much fuel oil is to be provided, where it could be sent, and in 
what way it was to be sent. 

Do you feel free to explain to us anything about that without vio- 
lating anything in the way of security ? 

Mr. Srewarr. I think I can explain it, Mr. Heselton, without going 
into volume. That provision, that offer from the Department of 
Defense, was to ease the fears of some of the companies that had 
residual fuel stocks on our Atlantic seaboard and which we were trying 
to persuade to move some of that oil to Europe. They contended that, 
if they pulled those stocks down in this country and there was a sudden 
emergency that arose here, perhaps a very severe cold snap or some 
other emergency, their stocks might be too short. 

The military came into that and stated they could and would make 
available a limited amount of their fuel from their reserve stocks to 
meet those emergency requirements in this country. 

Mr. Hesevron. In other words, that would be the domestic proposi- 
tion entirely, to take the place of anything the industry would send 
over to Europe in the next 60 days. 

Mr. Srewarr. And in sending they shorted themselves so that in the 
event of an emergency the domestic oil would not be available. 

Mr. Heseitron. Two objectives stated in that release were: United 
States crude-oil production should be increased ; and domestic refining 
runs be reduced. . 
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It is my understanding that Sinclair yesterday indicated that they 
were reducing their refining runs of gasoline. 

I believe there is some indication that Continental has decided to 
reduce or would reduce. 

Have you received any information of any other companies that 
have undertaken to do that? 

Mr. Srewarr. I have gotten no direct communication from any 
other companies, but I think that is entirely correct that the Standard 
Oil Co. of New Jersey and the Humble have reduced their refinery 
runs some 40,000 barrels per day. Socony Mobil, I think, the figure 
of 15,000 barrels per day was quoted. And night before last Assistant 
Secretary Wormser had a telegram from the vice president of the 
Continental Oil Co. saying that they were reducing their runs 7,500 
barrels a day, and were cutting their gasoline yield some 4 percent 
as compared to what they had been running. 

Mr. Hrseiron. The release referred to the next 60 days as being 
the especially critical period for Western Europe. That release was 
dated January 27. How much in terms of crude stocks would be 
involved in order to meet the situation as outlined in the release—how 
much additional crude would we have to have to meet the situation ? 

Mr. Srewart. On the assumption, Mr. Heselton, that the deficiency 
would be in the neighborhood of 250,000 barrels per day, that figures 
out at 7,500,000 barrels a month. 

Mr. Hesevton. Seven million five. And for the 60-day period it 
would be around 15 million barrels. 

So that if you get that then you feel reasonably comfortable about 
the situation in Eastern E urope without reopening Suez? 

Mr. Stewart. I think we would have Western Europe comfortably 
taken care of. 

Mr. Hesevtron. With that in mind, I would suggest that you also 
keep the staff of this committee informed as to how this dev elops 
because I take it that it is a day-to-day proposition. Something may 
be announced tonight. Something may be announced in a day or 
so. I think we ought to be advised curt rently as to progress. 

Finally in terms of colloquy between Mr. Wolverton and yourself, 
I must confess that I have a real sympathy for the position you ex 
pressed in that a policy in effect had been laid down that you at 
least officially would not be expected to express a justific ation for a 
price increase or any price increase. 

I would have felt a lot more comfortable about it if you had not 
added at the end of your comments to the chairman that the price 
increases were overdue because I could argue with you at some length 
whether they were. 

It has been broadcast throughout the length and breadth of this 
country that the oil industry increased the price to consumers by rea 
son of the emergency in the Suez. I am not asking you to make any 
further comments. I just wish you would note what you had said at 
the end of your statement. I do hope that in view of some of the 
comments that have been made today that this committee will go 
into the justification of the price increase. 

Among these users, after all, are the American citizens. My feeling 
is and I don’t hesitate to say it respectfully for the record respectfully 
that if this is a national increase in price as I understand it is, that the 
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burden should be carried by all of the people of the country, not by 
just a single segment of the American people. 

Mr. Roarrs. I sincerely hope that we can go into that phase of it 
because I believe that when the true facts are brought to light, we 
will change your mind. 

Mr. Heseuron. You hope so? 

Mr. Rocers. As a matter of fact they have done a great job of it, 
in giving this oil to the American people at the price they have so 
long. But that is beside the point. 

Mr. Avery. We have for some time dealt today between the portions 
of the refractions of gasoline and residual oil in the United States, 
and we have a sort of “mythologic al surplus. Does that tend to shift 
with the season? Here we are in the winter season. It would seem 
reasonable to me there might be an artificial demand for fuel oil and 
the tourist season or big gasoline consuming period is away from us. 
Is it possible that next summer these gasoline stocks might come down 
and that the supply of the residual oils as you call it might i increase 
substantially ¢ 

Mr. Svewarr. That is normal annual trend. 

Mr. Avery. So actually in our overall process, the percentages of 
the various petroleum product is probably in line. We just happen 
to be caught with this gasoline situation when it is rather obvious at 
this time. 

Mr. Stewart. When the gasoline stocks are reaching their peak. 

Mr. Av ERY. I would like to ask this off the record. 

(Discussion off the record.) 

Mr. Avery. What is the distinction between distillate and the 
others? 

Mr. Srewarr. The distillate fuels are the lighter products that 
range from kerosene to the very heavy end product. Those oils are 
the type that are used in domestic heating. 

Mr. Avery. The distillates. 

Mr. Srewarr. The distillate oils. 

Mr. Avery. In domestic ? 

Mr. Stewart, Out of which comes the diesel fuels that are used. It 
is lighter oil. The residual oils are the heavier end products which 
are of a tarry nature and those products can only be used in special 
plants that have the necessary equipment to heat that oil and pump 
it into the burners of the equipment burning it. 

Mr. Hate. Will you yield? What you call lubri icating oil that is 
put in the car, is that classed as residual or is that distillate? 

Mr. Stewart. The lubricating oils nearly all come out of the dis- 
tillate portion of the barrel. They are specialties that are refined by 
themselves. 

Mr. Avery. What is the attraction of the residual oil over distillate 
for the commercial users—is it because it is cheaper or what? 

Mr. Srewarrt. It has two attractions. One, it is cheaper, normally. 
Two, it has high-heat content per barrel as compared to the lighter 
onl. 

Mr. Avery. Thank you. 

The CuHarrmman. Mr. Alger? 

Mr. Areer. As a tail-end, Charlie, today, I originally thought | 
might know a little bit about the subject. Now this evening I realize 
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that I know little or nothing, therefore, I intend to get these hearings 
and study them. I would not presume in this further with questions, 
of which Ihave many. I would like to ask, though, in order to help me 
study both you, Mr. Stewart, and my chairman, where can be found 
this information? You mentioned earlier today a satisfactory level 
of storage maintained as one of your general observations about. our 
current situation. 

Mr. Stewart. Yes. 

Mr. Aterr. I am wondering what is the definition of “satisfactory” 
and how does it differ between peacetime or cold wartime or wartime— 
what, in other words, is the plan—where can I find this information as 
to what stockpiles we maintain and ought to maintain under the dif- 
ferent peace, cold war, war situations ? 

Mr. Stewart. There may be a reference book on that that we could 
provide for you, but offhand I can’t tell you. 

Mr. Acer. Is there any statement for the record that you could 
put in the record that I can refer to or others of the committee on this 

satisfactory level thought? 

Mr. Srewarr. On crude oil the Texas Railroad Commission would 
probably be the best source because they have queried the industry 
from time to time on what each individual company considered to 
be a reasonably safe level of storage for oil. And they send that into 
the railroad commission, the railroad commission year by year pub- 
lishes that information and publishes their judgment on what. the 
satisfactory stock level should be. 

Mr. Auger. I will not go into that further at this time. 

Mr. Stewart. I would think that would be the best source, 

Mr. Acer. I would want much more definitive information than 
just one State regulatory set of rules. I am thinking now of the 
overall national situation. 

Mr. Srewart. Mr. Alger, the State of Texas produces about one- 
half of the oil produced in this country. 

Mr. Acer. This we are very proud of, I think, being from Texas. 

Mr. Srewarr. Are you a Texan? 

Mr. Aucer. Yes, sir. 

Mr. Srewarrt. I don’t need to tell you that, but the Texas Railroad 
Commission draws on the intelligence and knowledge of the industry, 
and they cooperate very comaleals with the State railroad com- 
mission and furnish the great mass of information from which the 

railroad commission distills the essence of the figures that they con- 

sider to be the appropriate level. And from our standpoint we in 
the Office of Oil and Gas have followed the Texas Railroad Commis- 
sion’s findings as being very fair measure. 

Mr. Auocer. I appreciate that answer. I still feel, Mr. Chairman, 
that I would like to know a little more about what the satisfactory 
reserve maintained for the safety of this country should be—the 
storage. 

The CHarrman. The stocks? 

Mr. Acer. The stocks. 

Mr. Srewartr. What was the exact question? 

Mr. Arcer. Here is what you said, and I quote, I took it down 
verbatim, “domestic oil production is in a comfortable position,” 
which was your first point; the next one, “there is a satisfactory level of 
storage maintained.” 
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I am thinking now in terms of aviation gas, for example, that we 
needed - desperately in the war. How much of a stock we main- 
tained. I don’t mean reserves in the ground. I mean gas that has 
been refined and that we can put our hands on. That was my ques- 
tion. [may not have phrased it well. 

Mr. Srewarr. We have quite complete figures on what stocks of 
these critical products are. We worked very “closely with the Depart- 
ment of Defense on their stock levels, not only their regular working 
stock but their especially strategic stocks and of course it is up to them 
to disclose those figures if they have occasion to. 

But on avgas we are quite convinced that the available stocks at any 
given time are sufficient. 

Mr. Avcrer. Have you been quoted, Mr. Stewart, as saying that we 
in this country were several million barrels below minimum safe 
stocks in either our oil or gas position? Did I understand you to say 
that ? 

Mr. Stewart. On crude oil, in the press release made last week on 
the 27th, Assistant Secretary Wormser made the comment that in 
effect the shipments of domestic crude oil to Europe have come from 
inventories rather than from domestic production, reducing these 
stocks to a level considered a minimum for national-security reasons. 
Those stocks were reduced still further to 254 million barrels as of 
January 26. We here in the Office of Oil and Gas look on a stock level 
of 255 million as being actually a minimum. We find that many 
people believe that that would be an ordinary safe working limit. 

The State of Texas, however, the Railroad Commission of Texas, 
released a statement about a year ago indicating that 260 to 270 mil- 
lion barrels was the appropr iate or desirable stock level. 

Mr. Axcrr. These figures I know nothing about. Mr. Chairman, 
I again call the attention of the committee to this hope that you in 
your experience will possibly look in to what the safe level is. 

I know so little about it, but I 7 want something in the record on 
that so I could study it further. I did not mean to dwell on this at 
length. 

T have one other question to ask you, again trying to grasp this a 
little bit more for my own information. 

Did IT understand you to say—it was repeated but I still can’t quite 
grasp it—that 60 percent of the United States reserves are used as 
against 5 percent of the Mideast reserves? I think so far as we know 
reserves at this time——— 

Mr. Stewart. The sum of the total production to date plus the 
proved reserves we estimate are still in the ground, about 60 percent of 
that total has already been produced and used. 

The CHatrman. Could I say it another way, maybe to help out. a 
little bit? And see if I understand what you mean. Do you not mean 
that 60 percent of all known proven recoverable reserves of oil have 
already been used ? 

Mr. Srewarr. That is correct. That isa little more explanatory. 

Mr. Aucrr. Or 40 percent of the total we have under ground in this 
country is left and 60 percent is gone; is that it? 

Mr. Stewart. That is correct, so far as the reserves that have been 
found and developed to the point we can estimate them as reserves. 

The CHarrman. Over a period of 100 years? 

Mr. Srewarr. Over a period of right now of 100 years. 
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Mr. Aucrer. And the 5 to 7 percent in the Mideast has been used and 
they have got the vast reserves? 

Mr. Srewart. They have vast reserves to begin with. 

The Cuamman. Of course, in response to that if you will permit, 
we have been using ours for a hundred years. That has been brought 
into the picture rel: itively within the past few years; has it not? 

Mr. Srewarr. Actually it has come into extensive production since 
World War II. 

Mr. Ancerr. Is it fair to ask how much longer can we go then with- 
out discovering more reserves—how much longer use do we have of 
the oil ? 

Mr. Srewart. We have year by year, Mr. Alger, been discovering 
additional reserves. 

Mr. Arcer. I saw the chart—I appreciate that. 

Mr. Srewarr. Year after year, we have up to now always dis- 
cov ered a little more oil each year than we consumed—produced and 
consumed during that year. So that with the vast unexplored pros- 
pects that we have in this country, not only areally but at greater 
depth, there is no reason to believe for the reasonably foreseeable 
future that we will continue to find. 

Mr. Arerr. You either can or cannot give a period of years which 
I could understand, but these Government. phrases like “foreseeable 
future.” I am not sure what that means; in other words, you do not 
want to say what are the number of vears remaining of oil reserves 
on hand at current rate of consumption or anticipated consumption 
as we expand our economy—you would not care to vouchsafe how 
many years we have got left of oil reserves ? 

Mr. Srewart. I could not say that, but the experts who have studied 
the oil problems in the industry believe that we have no difficulty in 
sight at least until 1975, and beyond that they won’t make a guess. 

Mr. Atcer. Thank you. 

Mr, Wo tverton. I think that the gentleman from Texas has asked 
a very interesting question, and I want to make sure that I understand 
the answer. As I understand it, he inquired on the basis of our present 
consumption, and assuming for the purpose of the answer that there 
was no additional provable reserves found, in the future, how long 
would our present known or proven resources last? 

Mr. Stewart. If you will make one other assumption that the pres- 
ent reserves could be extracted at the same rate as they are being 
extracted today, we would have at least 12 years of supply at, the 
present rate. Neither assumption—neither the assumption you make 
nor the one I make, are too factual because over the years, the industry 
with very aggressive drilling has found new oil year after year and 
has found it in an amount that somewhat exceeds the amount that has 
been used. The result has been that we have added to our reserves 
about at the rate we have taken them out in the years since the end of 
World War II. 

Mr. Worverron. | am fully aware of that, but it has always been 
a very interesting inquiry to me having been in contact with the sub- 
ject for some 25 years at least on this committee, to have heard the 
different estimates that have been given at different times to the ques- 
tion I have asked or the gentleman from Texas suggested. 





id 


it, 
ht 


is- 
nd 
Os- 
ter 


ble 


ich 
ble 
not 
ves 
ion 
ow 


ied 


- in 


ked 
ind 
ent 
ere 
ong 


res- 
Ing 

the 
ake 
stry 
and 

has 
rves 


d of 


peen 
sub- 

the 
wes- 


PETROLEUM SURVEY 91 


In other words, the present consumption as a fixed quantity and 
present known reserves as a fixed quantity—how long would these 
last? And you have answered about 12 years, as I understand ? 

Mr. Rocers. I think that the point brings out one thing that is very 
important. In keeping with Mr. Heselton’s question about price rise, 
that is the exercise of the free enterprise system in this country. In 
December 1950, a paper was prepared by ‘the Legislative Reference 
Service, and you can get it for your own use, a very good document. 
At that time they estimated that if we continued to use oil at the rate 
we were using it that by 1960 we would be using 8 million barrels 
daily and that if we did that, we would have to depend upon imports 
of oil in order to meet our demand. We have reached the 8 million 
a figure last year, didn’t we? 

Mr. Stewart. Yes, sir. 

Mr. Rog ers. Yet the oil and gas people of this country have kept 
apace of our consumption and have produced a reserve of last year of 
some 34 billion, wasn’t it, I mean counting the gas, too. 

Mr. Stewart. It is upw ‘ard of 34 billion. 

Mr. Rocers. Which kept us on the same ratio actually that we were 
on back in 1950 when these estimates were made. 

Mr. Stewart. Yes. 

Mr. Rogers. We have reached the situation 4 years prior to the time 
those estimates were made, and we have kept pace and are not depen- 
dent upon imports. 

Mr. Wotverton. The basic thought seems to be that hope springs 
eternal. 

Mr. Rogers. As long as you keep America alive, we will get plenty 
of oil. 

The Cuatrman. It also points up the fact how important and how 
imperative it is that we keep up a very progressive exploration pro- 
gram. And it just points up the fact if we quit or stop an exploration 
program then is when we get into trouble. That is when we will start 
running short. 

I think it should also be pointed out that many of these pools of oil 
all over the country could not be produced or a sufficient rate attained 
within these given 12 years that you speak of. It would take 20 or 30 
or 40 a irs to | get it from some of them, isn’t that right ? 

Mr. Stewart. Yes, sir. 

The Cc HATRMAN. As an example, the McElroy field in my own dis- 
trict, probably has 60 percent of the total nonreserves in that pool 
of oil, that will never be recovered. That is because they did not use 
the methods that they should have used at the outset. Water came in 
and, therefore, the oil will never be recovered. That is an example of 
how important conservation practices are. 

The fats ‘ican people I think should understand the importance of 
a things before we start talking about how we are going to take 

‘are of our future. 

In addition to that, too, we have got unlimited supplies of shale— 
reserves of shale in the country which can be developed. 

And, of course, they are still doing research work on how to convert 
coal. We also have an unlimited supply of that. 
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Mr. Wotverton. With reference to the fact that we have shale: 
I have had prepared a bill calling for Federal assistance in the con- 
struction and operation of commercial-sized synthetic liquid fuel 
plants asa standby in case of emergency. 

In considering this type of legislation, I am mindful of the state- 
ment made by officials of the Oil and Gas Division of the Department 
of the Interior that our present stocks in the United States are 2 billion 
barrels short of minimum security needs. I am also mindful of the 
fact that no funds were appropriated for this fiscal year for the oil- 
shale project at Rifle, Colo., which was conducted for several years 
by the Bureau of Mines. 

On July 1, 1956, the Navy Department took over the custodianship 
of this project from the Bureau of Mines and provided the funds to 
keep the facilities in standby condition. I have been informed that, 
although the physical property is in good shape, the technical per- 
sonnel is scattered to the four winds. Adequate trained personnel 
would be the greatest problem in reactivating the project. 

In view of the Near East situation, and the statement that our 
stocks are now 2 billion barrels short of security needs, I would think 
our Government would desire to give careful consideration to a pro- 
gram of bringing into existence a number of commercial-sized syn- 
thetic liquid fuel plants. In this way, we can test the feasibility of 
producing in commercial quantities within our borders additional 
liquid fuels of which we appear to be in great need and certainly 
might need in case of emergency. 

I trust that the Department of the Interior and the Office of Defense 
Mobilization will give careful consideration to the bill which I have 
had prepared and “that they will review the need for a limited syn- 
thetic liquid fuel program in the light of present-day world c ‘onditions. 

Mr. Arcer. I have one final observation if I may. I want to thank 
you, Mr. Stewart, for your courteous answers and for the information 
that you have displ: ayed. I want to ask you something. 

In view of the discussion here today on price, I think we are all a 
little bit sensitive to that. I immediately challenged some people I 
happen to know in the business and was firm about ‘the matter. They 
gave me a digest, very brief, as to why any price increase at all. I do 
not champion this at all. I merely am submitting it to you asking 
you if you would think it appropriate that this appear in the record 
for us to think about as onan a starting point in this matter of price. 

The CHatrman. I haven’t read it yet. I will be glad to go over it. 
I will read it over. 

Mr. Aucer. I am asking consent, if that is appropriate. If not, I 
will defer to your judgment at a future time. 

The Cuarrman. After Mr. Hale asks you a question then I will have 
some. 

Mr. Hate. You gave testimony about our being all right until 1975: 
that was in effect what you said, wasn’t it? 

Mr. Stewart. We could see that far ahead. 

Mr. Harr. When you say that, are you postulating present rate of 
consumption, or are you taking into consideration the increase in 
population and the increased use of motor vehicles and the increase 
in highways and all of the other factors that enter into the picture 

Mr. Srewarr. Yes, sir. 

Mr. Hare. You are? 
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Mr. Srewarr. Increased demand. 

Mr. Hate. You say on the postulated increased demand and postu- 
lated supply you are all right until 1975 ? 

Mr. Srewarrt. I think we can see that far. 

The Cuatrman. Mr. Stewart, I have a good many questions myself 
which I think are very important, and some of them are perhaps 
considered to be on policy matters. In view of what has been said 
here today, there are many questions in my mind that certainly need 
clearing up, and I think they ought to be clarified, both on the program 
for Western Europe, the Middle East situation, and our own problem 
here at home. 

I should like to have Mr. Wormser and you come back to this com- 
mittee, if Mr. Wormser is not otherwise engaged somewhere, on next 
Tuesday. Do you know whether or not you can? 

Mr. Srewarr. I am not sure of Assistant Secretary Wormser’s 
schedule for next week, but I don’t think that he will be back in the 
city by that time. I can find that out. 

The Cuatrman. Will you find out whether he will be back in the 
city ¢ 

Mr. Stewart. Yes, sir. 

The CHarrmMan. There are some things that I think ought to be 
cleared up. And they should not be delayed, because somebody has 
been making statements that are not factual, that need to be cleared 
up. In view of what you said here today, we will follow that with 
some others; I believe that will help clear that up. 

Mr. Srewarr. We will find out. If Mr. Stevenson will check with 
me tomorrow or Monday. 

The Cuatrman. I am advised next Tuesday in Lincoln’s Birthday. 
So I suppose a little later, Thursday probably, would be more ap- 
propriate. 

Mr. Srewart. The first day he is available, I am sure he will be very 
glad to come up here. 

The Cuarrman. Is he out of the city now ? 

Mr. Srewart. He is out of the city as of this noon. 

The eaceaniegg Do you know when he expects to return ? 

Mr. Srewarr. No; I don’t know for sure. 

The C HAIRMAN. In view of the things that I think are behind it, 
and particularly in view of the facts which seem in my humble opinion 
do not justify what has been behind it and for that reason I think in 
my own mind I need to clear it up. I don’t think it ought to go on 
indefinitely before it is cleared up. 

Mr. Srewarr. He will be very glad to appear the first minute he is 
back here. And I will relay this to his office so that there will be 
noslip. 

The Cratrman. Will you dothat? And I will ask Mr. Stevenson 
to get in touch with you or his office tomorrow and see if we cannot 
arrange a definite date. 

Mr. Srewarr. Yes, sir. 

The Cuatrman. In other words, as I understand it, out of the 
normal needs to supply Western Europe, only 2: 50,000 barrels are 
short. 

Mr. Srewart. That is the approximate figure as I understand it 
now. 
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The Cuatrman. All right, sir. That being true, I think we will 
need to explore that in view of all of these public statements. Maybe 
some of them areright. Idonot know. You just said this afternoon 
that you did not say what the newspapers quoted you as saying. We 
will have to find out about some of the rest to see whether or not the 
right news—I will put it that way—the right news is going out to the 
newspapers. 

Thank you very much for your presence here today. 

And the committee will adjourn until 10 o’clock in the morning, at 
which time the Civil Aeronautics Board and Civil Aeronautics Ad- 
ministration will appear before us. 

(Whereupon, at 5:10 p. m., the committee recessed, to reconvene at 
10 a. m., Friday, February 8, 1957.) 
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THURSDAY, FEBRUARY 14, 1957 


Houser or REPRESENTATIVES, 
CoMMITTER ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess in room 1534, 
New House Office Building, Hon. Oren Harris, Chairman, presiding. 

The Cuarrman. The committee will come to order. 

This is a continuation this morning of the hearings regarding 
petroleum, with particular reference to the demand and supply pic- 
ture, the domestic program, as affected by the oil lift to Europe, and 
what has been referred to as the Middle East crisis. 

If you recall, when the committee adjourned on Thursday of last 
week, Mr. H. A. Stewart, Director, Oil and Gas Division, had given 
the committee a great deal of information, a brief summary on the 
domestic oil picture and then the world outlook. 

This morning we have with us the Assistant Secretary of the In- 
terior, Mr. Wormser. 

Mr. Wormeser, we are glad to welcome you this morning to the com- 
mittee. I did not know at the time arrangements were made for your 
appearance here that Secretary Seaton was going to be before the 
Senate committee and would require the presence of Mr. Stewart 
there. In fact, it was through Mr, Stewart that we arranged the 
program to avoid such conflict. Sometimes it cannot be helped. 

We do appreciate having you before us this morning in order to 
give the committee the benefit of information which you may have 
to convey to us, and help in the efforts to clear up some questions 
that have been dangling in the air, so to speak, for the last several 
weeks. 


In the first place, will you give your full name and position for 
the record ? 


STATEMENT OF HON. FELIX EDGAR WORMSER, ASSISTANT SECRE- 
TARY OF THE INTERIOR, IN CHARGE OF MINERALS; ACCOM- 
PANIED BY BRUCE WRIGHT, ASSISTANT SOLICITOR; AND 


FRANCIS X. JORDAN, OFFICE OF OIL AND GAS, DEPARTMENT OF 
THE INTERIOR 


Mr. Wormser. Mr. Chairman, my name is Felix Edgar Wormser. 
Iam Assistant Secretary for Mineral Resources for the Department 
of the Interior. 

[ am delighted to be here, Mr. Chairman, and I am happy to do all 
I can to provide information which I hope will assist you. 
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The CHatmman. How long have you been with the Department, 
Mr. Wormser ? 

Mr. Wormser. Mr. Harris, since April 1953. 

The Cuatmrman. As such, you are in charge of the Minerals Divi- 
sion ? 

Mr. Wormser. Yes, sir, all of the minerals bureaus, the Bureau 
of Mines, Geological Survey, the Office of Minerals Mobilization, and 
various other activities. 

The Cnatmman, Mr. H. A. Stewart is the Director of the Office of 
Oil and Gas? 

Mr. Wormser. That is correct, sir. 

The Cuatrman. And comes under your office? 

Mr. Wormser. Under my office, yes, sir. 

The Cuarrman. We, of course, are interested in that phase of your 
work having to do with the oil and gas problems that come under 
the jurisdiction of the committee, and it 1s on that subjeet that we 
asked you to come here this morning. 

Would you explain, for the benefit of the committee, at the outset 
the duties and responsibilities of your department, that is, the Office 
of Oil and Gas? 

Mr. Wormser. Well, so far as the Office of Oil and Gas is concerned, 
that is a child, you might say, of an earlier oil effort of the Department 
of the Interior, mainly the Petroleum Administration for Defense, 
that’s PAD. It carries over into peacetime some of the responsibili- 
ties of the Bureau, or of the Department to keep abreast of oil and 
gas developments. That is largely in the economic field. 

I don’t want to confuse that with the scientific sphere which the 
Bureau of Mines and the Geological Survey cover. 

The CHarrman. What laws specifically does this Office of your De- 
partment administer ? 

Mr. Wormser. Which law ? 

The Carman. Yes. 

Mr. Wormser. The Connally Hot Oil Act, Mr. Harris. 

The Cratmman. What part did you play, under your procedure, 
with reference to the exports and imports of products ? 

Mr. Wormser. We don’t play any part that I can recall, Mr. Harris, 
outside of keeping abreast of what takes place in export and import. 

The Cuamman. Now, in the administration of the Connally Act, I 
believe it is actually known as the Connally Hot Oil Act; is it not? 

Mr. Wormser. That’s right, sir. 

The Cuatrman. Do you keep records of the exportation of various 
products ? 

Mr. Wormser. I don’t believe we do, sir; but I will ask Mr. Jordan, 
who is in the Office of Oil and Gas. 

The Cuarrman. I think we might as well have Mr. Jordan identify 
himself for the record. 

Mr. Jorpan. My name is Francis X. Jordan. I am with the Office 
of Oil and Gas, Department of the Interior, as a commodity analyst. 

There is a regular monthly report published on the shipments of 
pet roleum from the Gulf Coast States to the east coast of the United 
States, and also what is called the Atlantic-Foreign. 

The Cuamman. Atlantic-Foreign ? 

Mr. Jorpan. Atlantic-Foreign, or export shipments. 

The Cuarrman. And you keep that information in your office? 
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Mr. Jorpan. Actually, Mr. Swanson, whom I think many of your 
committee know, administers 

The Cu AIRMAN. Is he still w ith the Department ‘ 

Mr. Jorpan. He is on a consultant basis; yes, sir. 

The CuarrmMan. We missed him around here. I wondered why we 
had not seen his smiling countenance around this place at this time, 
as we have before. 

Mr. Wormser. I am sure he will be pleased to hear that, sir. 

The Cratrman. Now, we have had a description of the supply- 
demand picture and reserves, so it all got down to the problem of the 
program of supplying Europe with required products in view of the 
Middle East crisis. 

Were you delegated as a responsible person from the Department, 
by the President, or anyone else, to help work out the program to meet 
this situation 

Mr. Wormser. Mr. Harris, our responsibility stems from Dr. Flem- 
ming under the Defense Production Act of 1950, as amended, and he 
was given certain powers which related to this emergency, and so far 
as the administration of the program was concerned, that is getting 
as much oil to Kurope—that was delegated to the Interior Departme nt. 

The CHarrmMan. By Mr. Fle “mming ? 

Mr. Wormser. By Dr. Flemming; yes, sir. 

The Cuarrman. Now, under the direction of Dr. Flemming, of 
ODM, you proceeded, then, shall I first say, ODM first gave that 
responsibility to the Secretary of the Interior‘ 

Mr. Wormser. That is correct. 

The CuHarrman. And Mr. Seaton, the Secretary of the Interior, 
named you to assume this work? 

Mr. Wormser. Well, it stipulates that the Secretary or the As- 
sistant Secretary shall be Administrators of the program. 

The Caairman. Now, in your organization carrying out duties and 

responsibilities with reference to the oil and gas picture of the country, 
the Department sponsors what is referred to as the National Petroleum 
Council; is that right? 

Mr. Wormser. That is an advisory council to the Secretary of the 
Interior. 

The Cuatrman. Yes, and then the Council has existed since, T guess, 
during World War IT. 

Mr. Wormser. I am informed that 1946 is the date of the-—— 

The CHarrman. The National Petroleum Council is composed of 
members of the industry from throughout the United States? 

Mr. Wormser. And all branches. 

The CuarrmMan. How many members are there of the Council? 

Mr. Wormser. Mr. Chairman, I don’t know precisely, but it looks 
to me like about a hundred. I'll be delighted to give you the figure. 

The CHairman. Will it be convenient to supply the committee a 
list of the members of the NPC? 

Mr. Wormser. I shall be very happy to do so, yes, sir. 

(The membership list of the National Petroleum Council is as 
follows :) 





NATIONAL PETROLEUM COUNCI“L OFFICERS 


Chairman: Walter S. Hallanan, President, Plymouth Oil Co., 1946-57 
Vice chairman: R. G. Follis, chairman of the board, Standard Oil Co. of Cali- 
fornia, 1949-56 
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Secretary-treasurer: James V. Brown, secretary-treasurer, National Petroleum 
Council, 1947-57 


COUNCIL MEMBERSHIP, 1957 


Abernathy, Jack H., president, American Association of Oilwell Drilling Con- 
tractors, care of Big Chief Drilling Co., 601 Northeast 63d Street, Post Office 
Box 8837, Oklahoma City, Okla. 

Anderson, Robert O., president, Malco Refineries, Inc., Post Office Box 660, 
Roswell, N. Mex. 

Baker, Hines H., president, Humble Oil & Refining Co., Post Office Box 2180, 
Houston, Tex. 

Baldridge, Earl, president, Champlin Oil & Refining Co., 5301 Camp Bowie, Box 
9365, Fort Worth, Tex. 

Ball, Munger T., president and general manager, Sabine Transportation Co., Inc., 
Post Office Drawer 1500, Port Arthur, Tex. 

Benedum, Paul G., president, Hiawatha Oil & Gas Co., 223 Fourth Avenue, 
Pittsburgh, Pa. 

Bergfors, Fred E., Sr., president and treasurer, The Quincy Oil Co., 56 Federal 
Avenue, Quincy, Mass. 

Blaustein, Jacob, president, American Trading & Production Corp., American 
Building, Baltimore, Md. 

Blazer, Paul G., -\airman of the board, Ashland Oil & Refining Co., 1409 Win- 
chester Aven. , Ashland, Ky. 

Brazell, Reid, president and general manager, Leonard Refineries, Inc., East 
Superior Street, Alma, Mich., and president, Western Petroleum Refiners 
Association. 

3ridwell, J. S., Bridwell Oil Co., Post Office Drawer 1830, Wichita Falls, Tex. 

Brown, Bruce K., president, Petroleum Chemicals, Inc., Post Office Box 6, New 
Orleans, La. 

Brown, Russell B., care of Independent Petroleum Association of America, 
1110 Ring Building, Washington, D. C. 

Burns, H. 8. M., president, Shell Oil Co., 50 West 50th Street, New York, N. Y. 

Carney, Robert W., president, Independent Oil Men’s Association of New Eng- 
land, Inec., care of Carney-Young Utilities, Inc., 671 Concord Avenue, Cam- 
bridge, Mass. 

Chipman, Charles A., president, Pennsylvania Grade Crude Oil Association, 
127 Wellsville Street, Bolivar, N. Y. 

Comerford, James, president, Consolidated Natural Gas Co., 30 Rockefeller 
Plaza, New York, N. Y. 

Cowden, Howard A., president and general manager, Consumers Cooperative 
Association, Post Office Box 7305, Kansas City, Mo. 

Cummins, John F., president, Cumberland Oil Co., 106 Shelby Avenue, Nashville, 
Tenn. 

Curry, Wm. H., president, Rocky Mountain Oil & Gas Assoiation, Post Office 
Box 572, Casper, Wyo. 

Donnell, J. C., II, president, the Ohio Oil Co., 539 South Main Street, Findlay, 
Ohio 

Dow, Fayette B., care of National Petroleum Association, 958 Munsey Buildins 
Washington, D. C. 

Downing, Warwick M., independent oil producer, 824 Equitable Building, Den- 
ver, Colo. 

Duke, Gordon, Southeastern Oil & Affiliates, 2101 Connecticut Avenue NW., 
Washington, D. C. 

Dunnigan, James P., the Lazy Oil Co., Box 335, West Branch, Mich. 

Elliott, Clint, president, National Oil Jobbers Council, care of Elliott Oil Co., 
2200 West Sixth Avenue, Box 1013, Pine Bluff, Ark. 

Elliott, Rainey, president, Petroleum Equipment Suppliers Association, care of 
Jones & Laughlin Supply Division, 1421 South Sheridan Road, Post Office 
Drawer 2481, Tulsa, Okla. 

Endacott, Paul, president, Phillips Petroleum Co., Phillips Building, Bartles- 
ville, Okla. 

Fisher, Max M., chairman of the board, Aurora Gasoline Co., 15911 Wyoming 
Avenue, Detroit, Mich. 

Follis, R. G., chairman of the board, Standard Oil Company of California, 225 
Bush Street, San Francisco, Calif. 

Foster, Clyde T., president, the Standard Oil Co. (Ohio), Midland Building, 
Cleveland, Ohio 
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Fox, Stark, executive vice president, Oil Producers Agency of California, 701 
National Oil Building, Sixth and Grand, Los Angeles, Calif. 

Gogzin, George T., president, Independent Refiners Association of California, 
Ine., care of Douglas Oil Company of California, 8622 East Compton Boule- 
vard, Paramount, Calif. 

Graves, B. C., chairman of the board, Union Tank Car Co., 228 North La Salle 
Street, Chicago, Ill. 

Graves, B. L, B. I. Graves Associates, petroleum consultants, 315 Montgomery 
Street, San Francisco, Calif. 

Hallanan, Walter S., president, Plymouth Oil Co., 223 Fourth Avenue, Pitts- 
burgh, Pa. 

Hamon, Jake L., 5th floor, Vaughn Building, 1712 Commerce Street, Dallas, Tex. 

Hardey, B. A., partner, the Hardey Co., Post Office Box 1237, Shreveport, La. 

Harper, John, president, Harper Oil Co., Inc., 47-15 36th Street, Long Island 
City, N. Y. 

Hartman, I. W., independent operator, suite 211, Hersee Building, Post Office 
30x 11, Mount Pleasant, Mich. 

Hawley, Cash B., president, National Congress of Petroleum Retailers, Inc., 325 
Farwell Building, 1249 Griswold Street, Detroit, Mich. 

Hedrick, J. J., president, Independent Natural Gas Association of America, care 
of Natural Gas Pipeline Company of America, 122 South Michigan Avenue, 
Chicago, Ill. 

Herrmann, A. E. president, Texas Independent Producers & Royalty Owners 
Association, 301 Amarillo Building, Amarillo, Tex. 

Hilts, Harry B., 122 East 42d Street, New York, N. Y. 

Huley, D. A., president and chairman, Lone Star Gas Co., 301 South Harwood 
Street, Dallas, Tex. 

Hunter, G. B., president, National Petroleum Association, care of Quaker State 
Oil Refining Corp., Oil City, Pa. 

Jacobsen, A., chairman of the board, Amerada Petroleum Corp., 120 Broadway, 
New York, N. Y. 

Jennings, B. Brewster, chairman of the board, Socony Mobil Oil Co., Ine., 150 
East 42d Street, New York, N. Y. 

Jones, Charles S., president, Richfield Oil Corp., 555 South Flower Street, Los 
Angeles, Calif. 

Jones, W. Alton, chairman of the board, Cities Service Co., 60 Wall Tower, New 
York, N. Y. 

Kayser, Paul, president, El Paso Natural Gas Co., El Paso Natural Gas Building, 
Post Office Box 1492, El Paso, Tex. 

Keeler, W. W., chairman, Military Petroleum Advisory Board, care of Phillips 
Petroleum Co., 708 Phillips Building, Bartlesville, Okla. 

Lawton, Richard Gray, managing partner, Lawton-Partee Oil Co., Post Office 
Box 620, Magnolia, Ark. 

Long, Augustus C., chairman of the board, the Texas Co., 135 East 42d Street, 
New York, N. Y. 

Ludwig, D. K., president, National Bulk Carriers, Inc., 380 Madison Avenue, New 
2ork,..N: ¥. 

Lyons, Charlton H., Sr., president, Mid-Continent Oil & Gas Association, care 
of Lyons and Logan, suite 1500, Beck Building, Shreveport, La. 

McCollum, L. F., president, Continental Oil Co., Post Office Box 2197, Houston, 
Tex. 

McFarland, Russell S., president, Seaboard Oil Co., 1400 Continental Buildiag, 
Dallas, Tex. 

McGowen, N. C., chairman of the board and president, United Gas Corp., Post 
Office Box 1407, Shreveport, La. 

Maguire, William G., chairman of the board, Panhandle Eastern Pipe Line Co., 
Room 2621, 120 Broadway, New York, N. Y. 

Majewski, B. L., president, Great American Oil Co., 855 West Evergreen Avenue, 
Chicago, Ill. 

Marshall, J. Howard, care of Signal Oil & Gas Co., 1010 Fort Worth National 
Bank Building, Forth Worth, Tex. 

Mattei, A. C., president, Honolulu Oil Corp., 215 Market Street, San Francisco, 
Calif. 

Maxwell, O. B., president, National Tank Truck Carriers, Ine., care of Maxwell 
Co., 2200 Glendale-Milford Road., Cincinnati, Ohio. 

Milligan, R. L., president, the Pure Oil Co., Pure Oil Building, 35 East Wacker 
Drive, Chicago, Ill. 
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Moncrief, William A., independent oil producer, 14th Floor, W. T. Waggoner 
Building, Fort Worth, Tex. 

Mosher, 8. B., president and general manager, Signal Oil & Gas Co., 811 West 
Seventh Street, Los Angeles, Calif. 

Naff, George T., vice chairman of the board, Texas Eastern Transmission Corp., 
Post Office Box 1612, Shreveport, La. 

Nielson, Glenn E., president, Husky Oil Co., Post Office Box 380, Cody, Wyo. 

Niness, 8S. F., president, Leaman Transportation Co., Inc., 520 East Lancaster 
Avenue, Post Office Box 146, Downingtown, Pa. 

Nixon, Maston, president, Southern Minerals Corp., Somico Building, 807 North 
sroadway, Post Office Box 716, Corpus Christi, Tex. 

Nolan, Joseph L., manager, oil department, Farmers Union Central Exchange, 
Inc., Post Office Box G, St. Paul, Minn. 

O’Shaughnessy, John F., vice president, the Globe Oil & Refining Co., 301 South 
Market Street, Wichita, Kans. 

Parten, J. R., president, Woodley Petroleum Co., Post Office Box 1403, Houston, 
Tex. 

Pogue, Joseph E., petroleum consultant, the Chase National Bank, 18 Pine Street, 
New York, N. Y. 

Porter, Frank M., president, American Petroleum Institute, 50 West 50th Street, 
New York, N. Y. 

Powers, Maurice G., president, National Stripper Well Association, care of Bed 
Rock Petroleum Co., Ritter Building, Huntington, W. Va. 

Rathbone, M. J., president, Standard Oil Co., (New Jersey), 30 Rockefeller 
Plaza, New York, N. Y. 

Rather, C. Pratt, president, Southern Natural Gas Co., Post Office Box 2563, 
Birmingham, Ala. 

Richardson, Sid W., president, Sid W. Richardson, Inc., 12th Floor, Fort Worth 
National Bank Building, Fort Worth, Tex. 

Ritchie, A. S., independent producer, 352 North Broadway, Wichita, Kans. 

Robineau, M. H., president, the Frontier Refining Co., 4040 East Louisiana and 
Colorado Boulevard, Denver, Colo., and president, Independent Refiners As- 
sociation of America. 

Rodman, Roland YV., president Anderson-Prichard Oil Corp., 1000 Liberty Bank 
Building, Oklahoma City, Okla. 

Rowan, A. H., chairman of the board, Rowan Oil Co., 19th Floor, Fair Building, 
Post Office, Drawer 12247, Forth Worth, Tex. 

Skelly, W. G., chairman of the board, Skelly Oil Co., Skelly Building, Tulsa, 
Okla. 

Spencer P. C., president, Sinclair Oil Corp., 600 Fifth Avenue, New York, N. Y. 

Staples, D. T., president, Tidewater Oil Co., 79 New Montgomery Street, San 
Francisco, Calif. 

Supplee, Henderson, Jr., president, the Atlantic Refining Co., 260 South Broad 
Street, Philadelphia, Pa. 

Swensrud, Sidney A., chairman of the board, Gulf Oil Corp., 3110 Gulf Building, 
Pittsburgh, Pa. 

Taylor, Reese H., chairman of the board, Union Oil Company of California, 617 
West Seventh Street, Los Angeles, Calif. 

Vandeveer, W. W., president, Vanson Production Corp., Inc., 627 National City 
Bank Building, Cleveland, Ohio. 

Violette, Willis G., president, Standard Oil Co., (Kentucky), 1408 Starks Build- 
ing, Louisville, Ky. 

Vockel, S. M., president, the Waverly Oil Works Co., 4403 Centre Avenue, Pitts- 
burgh, Pa. 

Warren, J. Ed. vice president, the First National City Bank of New York, 55 Wall 
Street, New York, N. Y. 

Warren, William K., chairman of the board and chief executive officer, Warren 
Petroleum Corp., Post Office Box 1589, Tulsa, Okla. 

Weil, Albert H., president, Natural Gasoline Association of America, care of 
United Gas Pipeline Co., Post Office Box 1407, Shreveport, La. 

Whaley, W. C., president, Sunray Mid-Continent Oil Co., Post Office Box 2039, 
Tulsa, Okla. 

White, John H., president and board chairman, Port Oil Co., Post Office Box 372, 
Charleston, 8S. C. 

Wilson, Robert E., chairman of the board, Standard Oil Co., (Indiana) 910 South 
Michigan Avenue, Chicago, Il. 
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Windfobr, Robert F., partner, Nash, Windfohr & Brown, 1107 Continental Life 

Building, Fort Worth, Tex. 

Wood, Robert L., president, Independent Petroleum Association of America, 
eare of Basin Drilling Co., Post Office Box 156, Midland, Tex. 
Wrather, John, chairman of the board, John Wrather, Inc., Room 216, 1750 

Fast Sunrise Boulevard, Fort Lauderdale, Fla. 

Young, George S., president, the Columbia Gas System, Inc., 120 East 41st Street, 

New York, N. Y. 

The Cuatrrman. Now, in the formation of this particular program 
regarding the oil lift, another group was established known as the 
MEEC. 

Mr. Wormser. That is correct, sir. 

The Carman. That is the Middle East Emergency Committee. 

Mr. Wormser. Yes. 

The Cuatrman. That committee is composed of 15 members 

Mr. Wormser. May I correct you, sir? It is 16 now, Mr. Chairman. 

The Cuarrman. Are they domestic or foreign ? 

Mr. Wormser. They are companies that have foreign affiliations 
and domestic operations, also, I might add. 

The Cuairman. Your Mr. Stewart was to supply for the record the 
membership of that committee, and it is pretty well known. 

When was this committee set up ? 

Mr. Wormser. Mr. Chairman, the plan under which this commit- 
tee functions was approved on August 10, 1956. 

Mr. Rocrrs. Mr. Chairman, may I interrupt for a question ? 

The Cuarrman. Yes, Mr. Rogers. 

Mr. Rogers. For the record, whom was it approved by ? 

The Cnatrman. We were going to get that in just a minute, if you 
don’t mind. 

Mr. Roerrs. All right, sir. 

The Cratrman. Now, this decision was made at a high level, was 
it not, about the necessity of this action ? 

Mr. Wormser. Well, it stems originally from the President’s great 
anxiety to provide as much oil as possible to Europe during the emer- 
gency created by the stoppage of the Suez Canal. 

The Cuarrman. I know, but this action was taken before the Suez 
Canal crisis developed. 

Mr. Wormser. But there was a crisis—well, there was an impend- 
ing, or a possibility that there would be a stoppage, sir; may I put it 
that way. 

The Cuamman. Well, that is precisely what I was going to get to 
for background information. . 

Mr. Wormser. There was a threat of nationalization. 

The Cratrman. In other words, the nationalization order of Pres- 
ident Nasser, of Egypt, was in July, about July 26 last year? 

Mr. WormseEr. July 26; yes, sir. , . 

The Cuatrman. And the President and his advisers took cognizance 
of this fact, and anticipated that something might happen. Would 
that be safe to assume ? 

Mr. Wormser. Yes, sir. There were quite a few conferences, as I 
recall, at that time, because we were all on the anxious seat, you 
might say, as to what would eventuate to our country in event of a 
stoppage of the canal and in event of disruption of the pipelines flow- 
ing from the Middle East to the Mediterranean. 
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The Cuarrman. Now, the nationalization occurred in July. When 
did the pipelines stop ? 

Mr. Wormser. Well, the pipelines that you are referring to, Mr. 
Chairman, I believe are the Iraq petroleum lines. 

The Cuarrman. That is known as the TAP line? 

Mr. Wormser. No, sir. The TAP line is the southern line that 
crosses Arabia and terminates in Sidon, Lebanon. Those were not 
interrupted, but the IPC lines going through Syria were damaged, as 
you know. 

The Cramman. When was that? 

Mr. Wormser. It was early in November, as I recall, Mr. Chairman. 

The Cuarrman. In other words, the establishing of this Middle 
East Emergency Committee was a result, then, of nationalization of 
the Suez Canal, and the anticipated threat ? 

Mr. Wormser. It grew out of that, plus the implications involved 
in the nationalization and the disruption of the oil from the Middle 
East to Europe. 

The CuHarrman. Now, when was it decided to set up this procedure 
to meet whatever crisis would develop ? 

Mr. Wormser. I would say in the summer, as a result of these im- 
pending developments, it was apparent that some plan of action to 
cope with this emergency would be desirable, and steps were taken to 
create a plan of action which could function during an emergency. 

The Cuatmrman. Who was given responsibility to set up this pro- 
gram ¢ 

Mr. Wormser. That is the ODM’s responsibility, sir. 

The Cuarrman. Do you know where ODM received its direction, if 
it was a direction, to go into this and set up a program ? 

Mr. Wormserr. They had the background of a voluntary agreement 
which had been used during the Abadan crisis when, again, the flow 
of oil from the Middle East was affected by an oil crisis, so it was a 
question of resurrecting the voluntary agreement and using those 
powers to cope with the Suez emergency. 

The Cuamman. Well, what I am trying to get at, or leading up to 
is: Did the State Department particip: ite in this program, that is, set- 
ting up the desire for it and the necessity for it? 

Mr. Wormser. May I say, Mr. Chairman, right from the beginning 
of this nationalization, when it looked like there was an emergency, 
State, Defense, Interior and ODM worked shoulder to shoulder in 
exchanging views and doing all they could to further the interest of 
our country. 

The Cuatrman. That is what I was trying to get out, about the 
various agencies involved here. 

Now, did the Attorney General’s Office participate in the discussion ? 

Mr. Wormser. I should have added Justice, right from the start. 

The CuHarmman. The Justice Department, Office of Defense Mobili- 

zation, Defense Establishment, and your Department ? 

Mr. Wormser. Precisely, all of them, sir. And may I say up to the 
very minute that they have worked very closely together in this whole 
program. 

The CHarrman. Now, in doing so, did all of these groups working 
together from the agencies then agree and approve the establishment 
of the Middle East E mergency Committee ? 

Mr. Wormser. Yes, sir. 
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The Cuairman. Was that reported to the President ? 

Mr. Wormserr. I presume Dr. Flemming did that, but I don’t know. 

The Cuamman. Do you know whether or not the President ap- 
proved it? ; =a 

Mr. Wormser. That I can’t say, but I should think that in light 
of the developments and his desire to get an answer to this Middle 
East crisis, that certainly would have been in his mind to approve it, 
but I have no personal knowledge. 

The Cuamman. Now, who suggested the names of the committee? 

Mr. Wormser. I am afraid I can’t answer that. I am trying to 
recollect as to how it originated, but it would seem an appropriate 
name, the Middle Eastern Emergency Committee. 

The Cuatrman. Of course it was known at that time that there 
was a Middle East problem primarily, but also you knew at that time 
it was going to vitally affect our domestic program and the flow of oil 
in the Western Hemisphere. 

Mr. Wormser. As a matter of fact, Mr. Chairman, it was such a 
violent disruption of the flow of oi] all over the world, that it had effect 
in every country. 

The Cuatrman. Why were not some of the domestic, our own 
domestic industries included as members of the committee? 

Mr. Wormser. Well, sir, the crisis was essentially one of transporta- 
tion, using existing tanker facilities to move as much oil as possible 
to Europe, and it didn’t seem to us that, in the initial stages at any 
rate, that the domestic interests needed to participate. But, you may 
have heard, sir, that we have arranged for representation by inde- 
pendent producers, domestic producers and may I say also that we 
have tried for weeks to get independent representation, but we were 
turned down time and time again, but we do have some independent 
representation on the committee now. 

The CHarrmMan. Who is it? 

Mr. Wormser. It is Mr. Robineau, of Wyoming, and Frontier Oil 
Co., and I think we are having finally the acceptance—I understand 
that Mr. Rodman, of Anderson-Pritchard, has been invited, but I 
haven’t heard definitely whether he accepted. 

The Cuatrman. That has been in the last few days? 

Mr. Wormser. We have been trying for weeks to get representation. 
Mr. Rogers. Mr. Chairman, would you yield for one statement ? 

The CHatrmMan. Yes. 

Mr. Rocers. Could we get the Secretary to document the number 
of people that they asked in the independent area, and when they 
asked them and under what circumstances they refused? I think that 
information is very important. 

The CHatrMan. Do you have that information? 

Mr. Wormser. I will be glad to dig into all our telephoning and 
letter writing and so forth to get some assistance from the independent 
representation, and I can tell you quite frankly that just a few weeks 
ago, after being rebuffed so much, that I called Mr. Russell Brown 
who is, I believe, secretary of the independent association. 

The CHarrmMan. General counsel, I believe. 

Mr. Wormser. Or counsel, and I invited him to represent the in- 
dustry, feeling that with his national interest, that he would be ideal 
for that purpose. 

The CHarrman. When was that invitation sent? 
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Mr. Wormserr. Oh, that was, I guess, about 3 weeks ago or 4 weeks 
ago, possibly. 

The Cuarrman. Around the first of the year? 

Mr. Wormser. Well, it was after the first of the year, I am sure, 
Mr. Harris. 

At any rate, he told me that he would not serve and that he advised 
his own members not to serve, so that explained in part why we were 
unable to get some independent representation, I believe. 

Now, m: ay Isay, too, Mr. Chairman 

The Cuamman. We are glad to get this information and we want 
the whole thing, because I think probably it would help to clear the 
atmosphere. 

(The information as supplied by the Interior Department follows :) 





INDEPENDENT PRODUCERS APPROACHED IN CONNECTION WiTH MEMBERSHIP ON 
MippLe East EMERGENCY COMMITTEE 


Robert L. Wood, Basin Drilling Co., Post Office Box 156, Midland, Tex. 
(president, Independent Petroleum Association of America) (press of personal 
business )* 

Robert L. Foree, 602 First National Bank Building, Dallas, Tex. (press of 
personal business)* 

William M. Vaughey, Vaughey & Vaughey, Post Office Box 4268, Jackson, Miss. 
(family illnesses )* 

Emmett A. Vaughey, Vaughey & Vaughey, Post Office Box 4268, Jackson, Miss. 
(press of personal business)* 

John Roscoe Butler, 2101 Esperson Building, Houston, Tex. (press of personal 
business )* 

Harold J. Decker, Highland Oil Co., 1201 San Jacinto Building, Houston, Tex. 
(agreed to accept appointment as a consultant but would not accept appoint- 
ment to the Middle East Emergency Committee) 

The CuHarmman. When this committee was set up, in September of 
last year, why didn’t you invite some of the independents then ? 

Mr. Wormser. Because, sir, it seemed purely a transportation prob- 
lem, and the independents had no tanker facilities to help get oil to 
Europe, and it didn’t seem desirable. 

The Cuarman. Was it not established at that time that you were 
going to have to require an increased supply from our domestic supply 
to meet the emer gency in Western Europe, in the situation ? 

Mr. Wormser. Yes, sir, definitely ; we had to have more production 
from the United States. 

The Carman. Didn’t that give you, at that time, an idea that 
there was more than a tanker problem involved, that there was a 
production or supply problem, too ? 

Mr. Wormser. There was a Supply problem, but we felt that those 
people that had domestic affiliations could cope with them. 

The Cuamman. Now, did you ask any of the State conservation 
people to sit in on this with you? 

Mr. WormseEr. No, sir. 

The CHatrmMaAn. You, of course, know that a good many of the 
States, in fact, most of the oil- product ing States, have what are re- 
ferred to as conservation committees? 

Mr. Wormser. Yes, sir. 

The CHarrman. I believe all except California, isn’t it; that is, 
of the major producing States? 


1 Reason for not accepting appointment to Middle East Emergency Committee. 
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Mr. Wormser. I think there are other States, oil-producing States, 
that have no conservation boards. 

The Cuairman. But the major oil-producing States, other than 
California, do have what are referred to as conservation committees? 

Mr. Wormser. I think that is a fair statement. 

The Cuairman. Now, knowing that the supply problem was goin 
to be acute, and our domestic supply was going to be called upon, did 
you overlook the fact that it would be helpful to have someone from 
these State agencies present ? 

Mr. Wormser. I believe there has been contact right along between 
the Oil and Gas Division and these various State regulatory bodies. 
I recall that Mr. Stewart participated in some of their joint delibera- 
tions—when was it, in Florida in December—and as a matter of fact 
he has had conferences in his own office with the officers of the regula- 
tory bodies. 

The Cuairman. I am glad to have that, because I am going to get 
to that question just a little later on. 

Now, the committee, then, was set up and started functioning, then, 
in September ? 

Mr. Wormser. Yes, sir. 

The Cuatrman. And your agency, the State Department, the At- 
torney General’s Office, and Dr. Flemming’s office were participants 
in at least some of their meetings? 

Mr. Wormser. And Justice. 

The Cuamman. And Justice. 

Mr. WormseEr. Yes, sir. 

The Cuairman. Now, when was it decided that it would be neces- 
sary to waive the antitrust provisions in order to cope with this 
problem ? 

Mr. Wormser. That being a legal question, Mr. Chairman, I am 
going to ask one of our Solicitors to answer. 
~ The Cuarrman. I think you might as well have him identify him- 
self for the record, too. 

Mr. Wrieut. Mr. Chairman, I am Bruce Wright, an Assistant 
Solicitor in the Department of the Interior. 

The Cuarrman. Yes. 

Now, when was it decided that it was necessary to waive the anti- 
trust provisions in order for this program to be successful ? 

Mr. Wricut. Mr. Chairman, the plan of action under which the 
Middle East Emergency Committee operates is, in turn, issued under 
a voluntary agreement which was made pursuant to section 708 of 
the Defense Production Act of 1950, as amended. That section of 
the statute confers antitrust immunities with respect to actions taken 
pursuant to requests made in connection with the voluntary agreement. 

Now, the Middle East Emergency Committee was first requested 
to make certain surveys and obtain and analyze certain information. 
Under the plan of action they had antitrust immunity in that regard, 
pursuant to section 708 of the Defense Production Act. 

Then, after the stoppage of transportation in the Middle East, the 
participants in the plan of action were authorized to take cooperative 
action under the plan of action, in contradistinction to their activity 
in gathering information ; and with respect to cooperative action taken 
pursuant to schedule issued under that plan, they have antitrust 
immunity. 
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The Cuamman. I have a copy here, referred to as appendix B of 
the plan of action dated August 10, 1956, which outlines what you 
have previously explained. 

Mr. Wricur. May I just say, Mr. Chairman, that plan of action 

yas amended on December 3, 1956. You probably ought to have that. 

The CuHarrmMan. As amended December 10, 1956. 

Mr. Wricur. Sir? 

The Cuairman. It states on its face “As amended December 10, 
1956.” 

Mr. Wricur. I believe it was December 3. 

The Cuatrman. Appendix C, schedule No. 1, was issued pursuant 
to the plan of action. 

Mr. Wricur. That is correct. 

The Cuarrman. That was amended December 3. 

I think, if there is no objection, in view of the importance of this 
document, that we will have it included in the record, for the benefit 
of the members at this point. 

Mr. O’Hara. Are there any copies available, Mr. Chairman? 

The Cyaan. This is the only copy that I have. Do you have 
additional copies, Mr. Wormser ? 

Mr. Wormser. I am sure we can provide them, Mr. Chairman. 

Mr. Wricur. I’m sure I have copies of most of the documents here, 
Mr. Chairman. 

The Cuarrman. Now, this action was taken, that is, Appendix A: 
Need for an Agreement, and so forth, under date of May 8, 1956; was 
it not? 

Mr. Wricur. That was the voluntary agreement, the basic volun- 
tary agreement, Mr. Chairman; that is correct. 

The Cuarrman. In order that it may appear in chronological order, 
without objection it will be included in the record just prior to 
Appendix B: Plan of Action. 

Now, in order to carry it on through, that is the legal phase of it, 
the report of the Attorney General was issued February 9, 1957, in 
which lhe commented on this plan of action program which was made 
available to you, of course. 

Mr. Wormser. Yes, sir; in fact I have a copy here. 

The Cuarrman. I think it would be advisable to have this included 
in the record, to follow these two, because of the importance of the 
entire proceedings. 

Mr. Wormser. I suppose you refer just to that section relating to 
the voluntary agreement. It has a lot of other extraneous matters. 

The CHatrMan. Pursuant to section 708 (e) of the act, I would not 
want the whole document that you have there, just this report affect- 
ing this situation. 

Mr. WormseEr. Yes, sir. 

(Appendix A: Voluntary Agreement, dated May 8, 1956; Appen- 
dix B: Plan of Action, August 10, 1956, as amended December 3, 
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1956; and Report of the Attorney General, February 9, 1957, are as 
follows :) 


APPENDIX A 


VoLUNTARY AGREEMENT RELATING TO ForREIGN PETROLEUM SUPPLY 
AS AMENDED 
May 8, 1956. 
3, 4 (d), 5, 7, and 11 of the Voluntary Agreement Relating to For- 
eign Petroleum Supply, dated May 1, 1953, and amended April 15, 1954, are 
amended so that the agreement will read as follows: 

1. Necd for an Agreement.—Current worldwide supply and demand for petro- 
leum productS are most delicately balanced. There is only a negligible amount 
of world refining capacity not presently in operation. All operating refineries 
are running at approximately their normal maximum capacity. Loss of any sub- 
stantial current sources of world petroleum supply can seriously jeopardize the 
interests of the free nations of the world. 

The defense and security programs of the United States, and other 
United Nations, have accelerated essential demands for oil. 


Sections 2, 


s of the 
Stocks of petroleum 
at various key points throughout the world must be maintained at satisfactory 
working levels. Any substantial diminution in world petroleum supplies will 
directly and adversely affect the interests of the United States, including the 
successful continuation of its mobilization program. Accordingly, the United 
States must be prepared to meet and handle immediately the problems inherent in 
any substantial loss of world petroleum supplies. 

It should be emphasized that petroleum supply is a world-wide matter and 
that shortages in one location necessarily involve adjustments in remotely distant 
areas. This normal interreliance is sharply pointed up in times of emergency. 

It is believed that a committee composed of the American oil companies en- 
gaged in foreign petroleum operations can aid materially in meeting such 
problems, 

2. What this Agreement does.—This is a Voluntary Agreement under Section 
708 of the Defense Production Act of 1950, as amended (64 Stat. 818). This 
Agreement authorizes the formation of a Committee and subcommittees to advise 
the Government of the United States on how best to obtain for use of the Govern- 
ment of the United States such information relating to foreign petroleum opera- 
tions and to requirements and supplies of petroleum, as provided in Section 7 
hereafter, as may be requested by the Government, to advise the Government 
with respect to estimates as provided in Section 11 hereafter, and upon request 
of the Government, as set forth in Section 6 hereafter, to consider and make 
recommendations designed to prevent, eliminate, or alleviate shortages of petro- 
leum supplies in friendly foreign nations which threaten to affect or which do 
afiect adversely the defense mobilization interests or programs of the United 
States. It establishes procedures under which persons engaged in foreign petro- 
leum operations and participating in this Agreement can take cooperative action 
requested or approved by the Government as hereinafter set forth among them- 
selves or with appropriate designated agencies, committees, or other persons to 
accomplish the objective of this Agreement. 

3. Definitions.—As used in this Agreement: 

(a) “Administrator” means the Secretary of the Interior or the Assistant Sec- 
retary of the Interior—AMinera! Resources. 


(b) “Committee” means the Foreign Petroleum Supply Committee and the 


Executive Committee thereof created pursuant to Section 4 of this Agreement. 

(c) “Subcommittee” means any Subcommittee created pursuant to Section 4 
of this Agreement. 

(d) “Director” means such person in the Office of Oil and Gas of the Depart- 
ment of the Interior as the Administrator may designate. All powers granted 
herein to the Director shall be possessed also by the Administrator. 

89685—57 8 
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(e) “Foreign country or area” means any country or area outside the conti- 
nental United States. 

(f) “Person” means any individual, partnership, association, business trust, 
eorporation or organized group of individuals, whether domestic or foreign and 
whether incorporated or not, engaged in foreign petroleum operations. 

(9g) “Petroleum” means crude petroleum, petroleum products of all kinds, 
and blending agents used in the manufacture of petroleum products, except those 
which the Administrator may exclude from the operation of this Agreement. 

(hk) “Foreign Petroleum Operations” means the production, refining, trans- 
portation, storage, supply or distribution of petroleum in any foreign country 
or area, the export of petroleum from or the import of petroleum into any foreign 
country or area by any person directly as principal or indirectly by agent, affiliate 
or otherwise. 

(i) “Plan of Action” means the recommendation of the Committee to the 
Administrator pertaining to the solution of such problem or problems as the 
Director has requested the Committee to consider. 

(j) “Schedule” means that document issued by the Administrator which sets 
forth the detailed operating procedures or actions to be taken to implement an 
approved Plan of Action. 

4. Formation of Committee—(a) A “Foreign Petroleum Supply Committee” 
shall be appointed by the Administrator to assist the Administrator to accomplish 
the objectives of this Agreement. The Committee members shall be those Ameri- 
can petroleum companies engaged in foreign petroleum operations which are 
participants in this Agreement. Each member shall have one representative 
sitting on the Committee and an alternate to sit in his absence or disability. 
Bach representatives of each member of the Committee shall be a senior official 
of the participating company he represents. 

(b) The Administrator may appoint from the Committee membership an 
executive Committee which shall perform all duties and functions of the Com- 
mittee when the latter is not in session, and may, from time to time, alter the 
membership thereof. Individuals appointed to serve on the Executive Com- 
mittee shall be chosen by the Administrator from among those individuals who 
are representatives or alternates of the members of the Committee. 

(c) The Administrator may appoint Subcommittees from the members of the 
Committee to assist the Committee in performing its duties and functions, and 
may, from time to time, alter the membership thereof. Representatives on Sub- 
committees need not be the same individuals representing members on the 
Committee. 

(d) The Administrator shall designate for the Committee and each subcom- 
mittee thereof (including the executive committee) a Chairman who shall be a 
full-time salaried employee of the United States Government. The Chairman of 
the Committee, and the subcommittee chairmen under his direction, shall have 
the primary responsibility for carrying out the tasks assigned to the Committee 
by the Administrator. 

5. Meetings—(a) Meetings of the Committee and of the subcommittees shall 
be held at the call of their respective chairmen and will be conducted by such 
chairmen. 

(b) The agenda for meetings of the Committee and any subcommittee shall 
be initiated and formulated in advance of the meeting by the Administrator or 
Director. Matters may be added to such agenda by the chairmen of the Com- 
mittee or of subcommittee. 

(c) The Chairman of the Committee shall maintain such staff and other per- 
sons, appointed by the Administrator, as may be requisite to discharge the 
duties and functions conferred upon him pursuant to this Agreement. The staff 
and other appointees shall be employees of the United States Government. 

(d) Each meeting of the Committee and subcommittees shall be open to any 
member of the Committee or any subcommittee, to representatives of any Gov- 
ernment agency, and to any individual designated by the Director. Full and 
complete notes, and full and complete minutes prepared therefrom, of the pro- 
ceedings of all meetings shall be kept under the direction of chairmen by mem- 
bers of their staffs. These notes and minutes, as well as all other data avail- 
able to the chairmen, shall be made available to the Attorney General or his 
delegate. 

6. Operation Under This Voluntary Agreement.—(a) Whenever the Adminis- 
trator determines that an emergency exists outside the United States which re- 
guires action designed to prevent, eliminate or alleviate shortages of petroleum 
supplies which threaten to adversely affect the defense mobilization interests or 
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programs of the United States, the Director shall submit to the Committee a 
request in writing to prepare one or more plans of action to meet said emergency. 

(b) The Committee shall prepare and submit in writing to the Administrator 
recommended plans of action for the solution of the problems presented to the 
Committee under 6 (@). 

(c) Prior to any request to the Committee to prepare a Plan of Action under 
this section, the Administrator shall notify the Attorney General. 

(d) Each plan of action shall describe the manner in which the Committee 
recommends that the problem or problems submitted to it be solved, including 
a statement of such facts as the companies who will participate thereunder, the 
geographic area or areas affected, the nature of the action to be taken and such 
other material facts as may be necessary for consideration of the plan for ap- 
proval under Section 708 of the Defense Production Act of 1950, as amended. 

(e) If the plan of action is approved by the Administrator, he will submit it 
to the appropriate Government agencies in accordance with Section 708 of the 
Defense Production Act of 1950, as amended. 

(f) Prior to an appropriate approval in respect of the plan of action under 
Section 708 of the Defense Production Act of 1950, as amended, and if so specifi- 
eally requested in writing by the Administrator, the Committee may prepare 
proposed schedules implementing the plan of action and submit such schedules 
to the Administrator for his consideration. Upon approval of the plan of action 
under Section 708 of the Defense Production Act of 1950, as amended, and ap- 
proval and. issuance of the schedules by the Administrator, action may be taken 
pursuant to such schedules. 

7. Other Committee Functions.—Upon written request of the Director, the 
Committee and subcommittees shall devise methods for the efficient collection 
by the chairmen and staff of the Committee and subcommittees of foreign petro- 
leum information. Included among such methods will be the preparation by the 
Committee and subcommittees of questionnaires and forms designed to elicit re- 
sponses in uniform terms from available sources of information. Based upon 
these responses the Chairman of the Committee and the chairmen of the sub- 
committees and the staff shall prepare: 

(a) Current and pertinent surveys and analyses of foreign petroleum 
operations ; 

(b) Estimates of the petroleum requirements and stocks necessary to meet 
such requirements (product by product) of each foreign country or area 
to be supplied and the supplies to be made available therefor. 

8. Effectuation of Schedules.—(a) All schedules authorized to be prepared 


- and submitted pursuant to this Agreement in implementation of a plan of action 


which has been approved as provided in Section 6 hereof shall, after such 
modification or revision as the Administrator shall determine to be necessary, 
be issued by the Administrator and no such schedules shall become effective 
until so issued. Upon issuance of any such schedule, copies thereof shall be 
forwarded to the Committee and the appropriate Subcommittees and to all 
participants named therein and all participants who may be affected by such 
schedule shall carry it into effect according to its terms, conditions and intent. 
The Administrator may reject any schedule prepared and submitted to him 
and may, at any time, if in his judgment such action is necessary, terminate 
and cancel, in whole or in part, any schedule which he has issued. 

(b) Any participant affected by any schedule issued in accordance with the 
foregoing subparagraph, who considers that compliance therewith will work an 
exceptional and unreasonable hardship upon him, may request the Administra- 
tor to review such schedule. Such request shall be in writing and shall set forth 
the pertinent facts and the reasons why he considers himself entitled to relief, 
and the Administrator shall act promptly upon such request and render a decision 
thereon within a period of fifteen (15) days. 

9. Emergency Action—In cases of need for alterations in any schedule re- 
ferred to in Section 8 of this Agreement which arise subsequent to the issuance 
thereof, the Administrator, if he deems such action necessary may make specific 
changes in or modifications of any such Schedule. Such changes or modifica- 
tions shall be in writing and copies thereof shall be forwarded to the Committee, 
any appropriate Subcommittee and to all participants affected thereby. 

10. Coordination and Cooperation.—In carrying out the provisions of this 
Agreement, the Committee, the Subcommittees, and all participants shall en- 
deavor to coordinate their activities with, and shall cooperate with such agencies, 
committees and other persons as may be designated in writing by the Director. 
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11. Collection of Information—In complying with any request of the Admin- 
istrator or Director, the Chairman of the Committee and of each Subcommittee 
may direct such inquiries to, and request and obtain information individually 
from, persons engaged in foreign petroleum operations as may be necessary or 
appropriate. Upon receipt of such information, the Chairman, the subcommittee- 
chairmen and the staff shall disclose it only to the Administrator or Director. 
The Chairman, the subcommittee chairmen and the staff shall collate and evalu- 
ate the information received and derive therefrom the surveys, analyses and 
estimates specified in Section 7 above. Pursuant to these duties, the chairmen 
may consult with their respective committees and subcommittees with respect 
to the reliability of the various sources of information and with respect to the 
accuracy of overall estimates for any area or country by whomsoever prepared 
as to any aspect of foreign petroleum operations, including requirements and 
supplies of petroleum, provided that the chairmen or their staffs will not divulge 
data as to individual company operations; that country estimates will not be cir- 
culated or discussed where, in the judgment of the Government chairman of the 
Committee or subcommittees concerned, as expressed in its minutes, from 
country estimates data as to an individual company’s operations, past or future, 
might reasonably be deduced; and that this Agreement does not authorize the 
communication of information, directly or indirectly, between competing petro- 
leum companies or their representatives except at meetings of committees or sub- 
committees as provided above. 

12. Committee Representation.—Any individual appointed to represent a mem- 
ber on the Committee or any Subcommittee, either as representative or alternate, 
shall, prior to acting thereon, advise the Administrator in writing either by letter 
or telegram of his acceptance of such appointment. Such written acceptance 
shall be directed to the Administrator in the following form and shall obligate 
the individual as stated: 

“Dear Sir: I hereby agree to become a representative of (here insert name 
of company), a participant in the ‘Voluntary Agreement Relating to Foreign 
Petroleum Supply’ and accept appointment as such representative on (here 
state name of Committee or Subcommittee) created pursuant to said Agreement. 

“I hereby agree to use my best efforts to discharge the duties and functions 
incident to such representation adequately and expeditiously and in accordance 
with my individual experience and judgment. 

“Sincerely, 
“(Signature).” 

13. Procedure for and Effect of Becoming a Participant. (a) After approval 
of this Agreement by the appropriate Government official as provided 
in Section 708 of the Defense Production Act of 1950, as amended, and 
after requests for participation in it have been approved by the Attorney 
General and have been made of persons engaged in foreign petroleum operations 
by such Government official, such persons may become participants in this 
Agreement by advising such Government official in writing of acceptance of such 
request. Such requests will be effective for the purpose of granting certain im- 
munity from the anti-trust laws and the Federal Trade Commission Act as 
provided in Section 708 (b) of the Defense Production Act of 1950, as amended, 
only with respect to such persons as notify such Government official in writing 
that they will comply with such request and only with respect to such acts 
by such persons as are within the scope of this Agreement. 

(b) This Agreement shall not be construed as directing or requiring any par- 
ticipant to take any action, to carry into effect any schedule, which would con- 
flict with any applicable laws or regulations of any foreign country or area or 
with any obligation of such participant which existed on the date the Director 
submitted to the Committee any request which results in the issuance of such 
schedule. 

14. Effective Date and Duration.—This Agreement shall become effective 
upon the date of its approval by the Director of the Office of Defense Mobilization. 
It shall case to be effective at the termination of Title VII of the Defense Pro- 
duction Act of 1950, as amended, unless the time limitation now specified in Sec 
tion 716 (a) of said Act is extended or otherwise changed by legislative action in 
a form which permits continuation of this Agreement. However, the Agreement 
may be terminated at any time as may be determined by the Administrator upon 
notice by letter, telegram, or publication in the Federal Register. 

15. Withdrawal from Agreement.—Any participant may withdraw from this 
Agreement subject to the fulfillment of obligations incurred under this Agree- 


ie deal dis 


— « =” 





in- 
ee 
lly 
or 
>e- 
or. 
lu- 
nd 
en 
=»Cct 

he 
ed 
nd 
ize 
ir- 
he 
om 
re, 
the 
ro- 
ib- 


m- 
ite, 
ter 
nce 
ate 


me 
ign 
ere 
nt. 
ons 
nce 


val 
ded 
and 
ney 
ons 
his 
uch 
im- 

as 
led, 
‘ing 
icts 


ar- 
-On- 
| or 
‘tor 
uch 


tive 
ion. 
?ro- 
See 
n in 
ent 
pon 


this 
ree- 


PETROLEUM SURVEY lll 


ment prior to the date such withdrawal becomes effective by giving not less than 
30 days’ written notice to the Administrator. 

16. It is understood that the Voluntary Agreement Relating to the Supply of 
Petroleum to Friendly Foreign Nations, dated June 25, 1951, is at an end and is no 
longer of any force or effect as to any act or omission to act subsequent to its 
termination. 

APPENDIX B 


DEPARTMENT OF THE INTERIOR, INFORMATION SERVICE, PLAN OF ACTION UNDER 
VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY 


As amended 
DECEMBER 3, 1956. 

This is a Plan of Action submitted pursuant to Section 6 of the Voluntary 
Agreement Relating to Foreign Petroleum Supply, as amended May 8, 1956, 
hereinafter called the “Voluntary Agreement.” It has been duly recommended 
to, and approved by, the Administrator and has been submitted to the appropri- 
ate Government agencies; all pursuant to Section 708 of the Defense Production 
Act of 1950, as amended, and the Voluntary Agreement. 


1. Need for plan of action 


The defense and security programs of the United States and others of the 
United Nations have accelerated essential demands for petroleum. There may 
arise in the immediate future interference with the normal movements of 
petroleum adversely affecting the defense mobilization interests or programs 
of the United States and caused by loss or stoppage, in whole or in part and for 
whatever cause, of transportation through any pipeline system delivering pe- 
troleum to the Eastern Mediterranean or through the Suez Canal or both. 

In view of the foregoing, the Administrator has determined that an emergency 
exists outside the United States which requires the development of a plan of 
action pursuant to the Voluntary Agreement. It is believed that a committee 
composed of he American oil companies engaged in foreign peroleum operations 
ean aid materially in meeting such problems as may arise because of the fore- 
going by considering such problems and making recommendations for action 
to be taken which will either compensate for or alleviate shortages which might 
otherwise arise. 

2, What this plan does 


This Plan of Action’s prime goal is to help formulate and carry out measures 
to meet petroleum shortages and dislocations in the event of any substantial 
Middle-East petroleum transport stoppage. To most rapidly fulfill this function, 
should such stoppage occur, immediate planning is needed. To carry out this 
task, the Plan authorizes creation now of a “Middle-East Emergency Committee,” 
composed of certain American petroleum companies engaged in foreign petroleum 
operations and such other persons as may be appointed by the Administrator. 

A. This Committee, upon written request of the Administrator or Director 
(a copy of which request shall be furnished the Attorney General at least 72 
hours before sent to the Committee) shall: 

(a) Make surveys and investigations of and cbtain, analyze and keep current 
pertinent information and data with respect to foreign petroleum operations. 

(b) Estimate the petroleum requirements (product by product) of each for- 
eign country or area to be supplied and the supplies available therefor and pre- 
pare and submit recommended schedules to the Administrator for each such 
foreign country or area. 

(c) Make recommendations with respect to stocks of petroleum to be main- 
tained in friendly foreign nations, with primary consideration for the mainte- 
nance of adequate stocks of petroleum for military use. 

(d) Make such other investigations, surveys and recommendations as may be 
requested by the Director to fulfill the purpose of this Plan. 

B. If the Administrator finds a substantial Middle-East petroleum transport 
stoppage, this Plan authorizes the participants herein, acting alone, with other 
participants, or with such other persons or agencies, whether or not engaged in 
foreign petroleum operations, as are designated by the Administrator or bv the 
Director, to take such actions as may be necessary or appropriate in pursuance 
of any program contained in a schedule issued pursuant to the provisions of 
Section 7 of the Plan. Such action may include, among other kinds of action, 
one or more of the following kinds of action: 
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(i) In order to assure the maximum transportation and distribution of crude 
oil and refined products to or from the countries and areas specified in Section & 
hereof, the participants herein may arrange, between and among themselves and 
with such others persons and agencies as are designated by the Administrator 
or the Director, for the most eflicient use, without regard to ownership, of termi- 
nal and storage facilities and tankers, pipeline capacities and other transporta- 
tion facilities so as to minimize duplications, multiple loadings and discharging, 
split cargoes, long hauling, cross hauling and back hauling, and idle time in port. 

(ii) Arrangements among the participants herein for the purchase, loan, sale 
or exchange for distribution in, to or from foreign countries or areas, of crude 
oil, petroleum products and blending agents by and among themselves and such 
others persons or agencies as are designated by the Administrator or the Director, 
to the end that there shall be a maximum distribution of crude oil and refined 
products required in areas affected by the emergency above described. 

(iii) Alterations in the rate of production of crude oil and the manufacture 
of refined petroleum products in such foreign areas as may be appropriate with 
the purpose of alleviating the emergency above described. Such alterations may 
be accomplished by any one or more appropriate methods including the follow- 
ing: increasing or decreasing drilling for or production of oil, transportation 
facilities, crude through-put facilities, adjustments in the through-put quality 
specifications or yields or conversion of equipment now installed from the manu- 
facture of any one particular petroleum product to the manufacture of another 
petroleum product, the processing of selected crudes or the exchange of com- 
ponents between various refineries, processing agreements or exchange of re- 
finery capacity. 

(iv) Such actions within the Continental United States as result in making 
petroleum or petroleum facilities available to foreign areas affected by the 
emergency above described. 

Any schedule issued hereunder shall describe such program in such detail 
as the Administrator or the Director may determine and the Committee shall 
maintain such records and make such reports with respect to the carrying out 
of any schedule as may be required by the Administrator or the Director. 


3. Formation of Committees 

(a) A “Middle-East Emergency Committee” (referred to throughout this Plan 
of Action as the ‘“‘Committee”) shall be appointed by the Administrator. At this 
time its sole functions shall be to investigate problems arising by reason of the 
considerations set forth in Section 1 and to make recommendations. In the event 
the Administrator finds a substantial Middle-East petroleum transport stoppage, 
the Committee shall then be authorized to take that additional cooperative action 
described in subsection B. The Committee members shall be those American 
petroleum companies engaged in foreign petroleum operations which are partici- 
pants in this Plan of Action. Each member shall have one representative sitting 
on the Committee and an alternate to sit in his absence or disability. Each repre- 
sentative of each member of the Committee shall be a senior official of the partici- 
pating company he represents. 

(b) The Administrator may appoint from the Committee membership an Ex- 
ecutive Committee which shall perform all duties and functions of the Committee 
when the latter is not in session and may, from time to time, alter the member- 
ship thereof. 

Individuals appointed to serve on the Executive Committee shall be chosen 
by the Administrator from among those individuals who are representatives or 
alternates of the members of the Committee. 

(c) The Administrator may appoint Subcommittees from the members of the 
Committee to assist the Committee in performing its duties and functions, and 
may, from time to time, alter the membership thereof. Representatives on 
Subcommittees need not be the same individuals representing members on the 
Committee. 

(d) The Administrator shall designate, from the representatives of members 
and their alternates, the individuals who are to serve as Chairmen of the Com- 
mittee, the Executive Committee thereof and any Subcommittee appointed pur- 
suant to this Plan of Action. 

(e) Meetings of the Committee, the Executive Committee and all Subcom- 
mittees shall be held upon the call of the Administrator or Director. Such calls 
shall designate the place of the meeting and shall be by letter or by telegram 
or telephone confirmed by letter. Meetings of Subcommittees shall be held at 
such times as the Administrator shall designate in the written notices of ap 
pointment of such Subcommittees or upon the call of the Director. 
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(f) The agenda for meetings of all Committees and Subcommittees shall be 
initiated and formulated in advance of the meeting, and furnished in advance 
to the Attorney General, by the Administrator or the Director. With the con- 
sent of a representative of the Administrator present at the meeting, matters 
may be added to such agenda by the Chairman of such Committees. 

(g) The Committee may maintain such office and staff and appoint such 
persons as may be requisite to discharge the duties and functions conferred upon 
them pursuant to this Plan of Action. Operating expenses of the Committee and 
Subcommittees shall be met from a fund to which voluntary contributions may 
be made by persons participating in this Plan of Action and such funds may be 
solicited by the Committee. 

(kh) All meetings of Committees and Subcommittees shall be attended by a 
full-time salaried Government employee who acts as a representative of the Ad- 
ministrator. In addition, such meetings shall be open to any member of the 
Committee or any Subcommittee, to representatives of any Government agency, 
and to any other individual designated by the Director. Full and complete 
minutes of all meetings shall be kept and copies thereof, certified by him to be a 
full, complete, and accurate account of such meeting shall be sent to the Ad- 
ministrator and made available to the Attorney General. Also to be made 
available to the Attorney General upon his request are all records, data gathered. 
and recommendations made by the Committee or any Subcommittee. Finally, the 
Government representative, in his sole judgment, shall determine whether any 
question, topic, or discussion falls within the agenda set by terms of Section 
3 (f) and limit discussions to the agenda. 


4. Coordination and cooperation 


In carrying out the provisions of this Plan of Action, the Committee, the Sub- 
committees, and all participants shall endeavor to coordinate their activities 
with, and shall cooperate with such agencies, committees and other persons as 
may be designated in writing by the Administrator or the Director, and such 
cooperation may include participation in programs or actions requested by for- 
eign governments or agencies of foreign governments whether or not such pro- 
grams or actions are covered by a schedule hereunder, provided that any pur- 
ticipant participating in any such program or action shall maintain such records 
and make such reports relating thereto as may be required by the Administrator 
or the Director, who shall make such records and reports available to the At- 
torney General. 


5. Collection of information 


In carrying out its duties and functions, the Committee and each Subcommittee 
may, With the prior consent of the Government representative, direct such in- 
quiries to and request and obtain information from persons engaged in foreign 
petroleum operations as may be necessary or appropriate. Such information, 
however, shall so far as the Administrator deems feasible be collected under pro- 
cedures of the Voluntary Agreement for Foreign Petroleum Supply, as amended 
May 8, 1956. 

6. Committee representation 


Any individual appointed to represent a member on the Committee or any Sub- 
committee, either as representative or alternate, shall, prior to acting thereon, 
advise the Administrator in writing either by letter or telegram of his acceptance 
of such appointment. Such written acceptance shall be directed to the Adminis- 
trator in the following form and shall obligate the individual as stated : 

“Dear Str: I hereby agree to become a representative of (here insert name 
of company), a participant in the Plan of Action pursuant to the Voluntary 
Agreement relating to Foreign Petroleum Supply as amended May &, 1956, and 
accept appointment as such representative on (here state name of Committee or 
Subcommittee) created pursuant to said Plan of Action. 

“T hereby agree to use my best efforts to discharge the duties and functions 
incident to such representation adequately and expeditiously and in accordance 
with my individual experience and judgment. 

“Sincerely, 
(Signature).” 
7. Implementing schedules 

(a) This Plan of Action will be implemented by schedules as described in 
Section 2 above. Schedules prepared by a Subcommittee and recommended by 
the unanimous vote taken at a meeting thereof shall, after approval by the Com- 
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mittee, be forwarded directly to the Administrator and a copy thereof furnished 
to the Attorney General. 

(0) All schedules authorized to be prepared and submitted pursuant to this 
Plan of Action shall, after such modification or revision, if any, as the Adminis- 
trator shall determine to be necessary, be issued by the Administrator and no 
such schedules shall, become effective until so issued. Upon issuance of any 
such schedule, copies thereof shall be forwarded to the Committee and the ap- 
propriate Subcommittees and to all participants named therein and all partici- 
pants who may be affected by such schedules (acting directly as principal or 
indirectly by agent, affiliate or otherwise) shall carry it into effect according to 
its terms, conditions and intent. The Administrator may reject any schedule 
prepared and submitted to him and may, at any time, if in his judgment such 
action is necessary, terminate, modify or cancel, in whole or in part, any schedule 
which he has issued. 

(c) Any participant affected by any schedule issued in accordance with the 
foregoing who considers that compliance therewith will work an exceptional and 
unreasonable hardship upon him, may request the Administrator to review such 
schedule. Such request shall be in writing and shall set forth the pertinent facts 
and the reasons why he considers himself entitled to relief, and the Administra- 
tor shall act promptly upon such request and render a decision thereon within a 
period of fifteen (15) days. 

(d) In cases of need for alterations in any schedule referred to in this Plan 
of Action which arise subsequent to the issuance thereof, the Administrator, if 
he deems such action necessary, may make specific changes in or modifications 
of any such schedule. Such changes or modifications shall be in writing and 
copies thereof shall be forwarded to the Committee, any appropriate Subcom- 
mittee and to all participants affected thereby. 

8. Areas of operation 

The principal foreign areas directly affected by the emergency include United 
Kingdom, France, West Germany, Austria, Norway, Sweden, Denmark, Belgium, 
Netherlands, Luxemburg, Eire, Yugoslavia, Turkey, Jordan, Syria, Lebanon, 
Greece, Italy, Switzerland, Spain, Portugal, Africa, Aden, Iraq, Iran, Saudi 
Arabia, Kuwait, Qatar, Israel, India, Pakistan, Japan, Indonesia, Ceylon, South 
Korea, South Vietnam, Cambodia, Laos, Philippines, Formosa, Latin America, 
West Indies, Thailand, Burma, Malaya, Canada, Australia and New Zealand. 
To overcome shortages of the magnitude involved, it will be necessary to make 
numerous alterations and adjustments in foreign petroleum operations, with 
assistance to one area necessarily involving adjustments in other areas, in- 
eluding not only the directly affected areas specified above but also remotely 
distant areas including the Western Hemisphere. 

9. Companies participating in plan 

The companies which, it is contemplated, will participate in this Plan of 
Action are listed in Exhibit A attached hereto and made a part hereof. Addi- 
tional companies may participate when so requested by the appropriate Gov- 
ernment officials. 

10. Procedure for and effect of becoming a participant 

(a) After approval of this Plan of Action by the appropriate Government 
official as being in accordance with Section 6 of the Voluntary Agreement and 
section 708 of the Defense Production Act of 1950, as amended, and after re- 
quests for participation in it have been approved by the Attorney General and 
have been made of persons engaged in foreign petroleum operations by such 
Government official, such persons may become participants under the Voluntary 
Agreement and this Plan of Action by advising such Government official in 
writing of acceptance of such requests. Such requests will be effective for the 
purpose of granting certain immunity from the Anti-trust Laws and the Federal 
Trade Commission Act as provided in Section 708 (b) of the Defense Production 
Act of 1950, as amended, only with respect to such persons as notify such Gov- 
ernment official in writing that they will comply with such request. 

(b) This Plan of Action shall not be construed as directing or requiring any 
participant to take any action to carry into effect any schedule, which would 
conflict with any applicable law or regulation of any foreign country or area or 
with any obligation under any convention or concession agreement with @ 
foreign government. 
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11. Incorporation by reference 

(a) The provisions of the Voluntary Agreement are incorporated in this Plan 
of Action as if set forth fully. To the extent that this Plan of Action may be 
at variance with said Voluntary Agreement, the latter’s terms shall be deemed 
amended for the purpose of action taken under this Plan of Action. 

Limitations contained in Section 11 of said Voluntary Agreement upon the dis- 
closure or divulging of information or data to, or exchange of information or 
data between, members of the Committee or of Subcommittees, or upon the circu- 
lation or discussion of country estimates, or upon consultation between the 
chairmen and their respective Committees and Subcommittees, are not to de 
construed to apply to information, data or country estimates requested, fur- 
nished, derived or prepared pursuant to this Plan of Action: Provided, however, 
That until the Administrator finds a substantial Middle-East petroleum trans- 
port stoppage, or until he determines, with the approval of the Attorney General, 
that the following limitations no longer serve the national interest, no one but 
the Administrator or his Government representative may have access to any 
individual company estimates of its own future production and sales, and no 
such individual company future estimates shail be discussed by any Committee 
or Subcoinmittee. 


12. Effective Date and Duration 

This Plan of Action shall become effective upon the date of its approval by 
the Director, Office of Defense Mobilization. It shall cease to be effective at 
the termination of Title VII of the Defense Production Act of 1950, as amended, 
unless the applicable time limitation now specified in said Act is extended or 
otherwise changed by legislative action in a form which permits continuation 
of this Plan of Action. This Plan of Action may be terminated at any time as 
may be determined by the Administrator upon notice by letter, telegram, or 
publication in the Federal Register. 
18. Withdrawal from Plan of Action 

Any participant may withdraw from this Plan of Action subject to the ful- 
fillment of obligations incurred under this Plan of Action prior to the date such 
withdrawal becomes effective by giving not less than thirty (30) days’ written 
notice to the Administrator. 


REPORT OF THE ATTORNEY GENERAL 
Pursuant to Section 708 (e) of the Defense Production Act of 1950, as Amended 
February 9, 1957 
II. VoLUNTARY AGREEMENTS AND PROGRAMS UNDER THE DEFENSE Propuction Act 


This section reports the current status of outstanding voluntary agreements 
authorized under section 708 of the Defense Production Act. Because of the 
urgent importance of present emergency petroleum supply measures, the first 
part of this section provides a review in detail of the Foreign Petroleum Supply 
Voluntary Agreement. The second reports the operating status of the remaining 
voluntary agreements presently effective. 


A. FOREIGN PETROLEUM SUPPLY AGREEMENT 


This Agreement is by far the most important of the voluntary agreements 
under the Defense Production Act. It is at the moment the keystone of emer- 
gency measures to supply oil to free Europe during the Suez stoppage. It pro- 
vides a degree of antitrust immunity to its participants for action taken under 
the Agreement; and, since most of these participants are defendants in pending 
antitrust litigation involving their foreign activities, its anticompetitive possi- 
bilities must be considered. 

A meaningful review requires placing the present operations in proper con- 
text." With that goal in mind, this section of the report therefore discusses: 
(1) the history of Government-industry emergency operations affecting foreign 
petroleum supply; (2) the Voluntary Agreement relating to Foreign Petroleum 





1See Reports of the Attorney General Prepared Pursuant to Section 708 (e) of the 
Defense Production Act, as Amended, dated November 9, 1955, pp. 25-27, Appendix B, 10; 
February 9, 1956, p. 20; February 20, 1956 (Supplemental), pp. 3-11; May 9, 1956, p. 11; 
August 9, 1956, p. 4; November 9, 1956, pp. 54-60. 
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Supply, effective July 29, 1953, as amended; (3) the Plan of Action, dated 
August 10, 1956, and its amendments; and (4) current operations under the 
amended Plan. 


1. Government-industry emergency petroleum supply operations 


The existence and operation of this Agreement and the Plan of Action under it 
are current manifestations of a long tradition of close industry-Government co- 
operation. Consideration of their purpose and importance must take note of that 
long-established pattern. I have outlined elsewhere the uniquely cooperative 
Federal-State activity relating to the petroleum industry in peacetime, operations 
supplemented at various levels by close industry relationship with the agencies in- 
volved.” Such is the peculiar importance of petroleum to war or defense emergency 
that these periods are marked by intensification of that close industry-Govern- 
ment interaction. 

The beginnings of that pattern appeared in World War I, with the establishment 
of the National Petroleum Service Committee to coordinate the business opera- 
tions of the oil industry and to apportion for civilian use oil supplies in excess 
of war needs. World War II saw the development of this loose coordination into 
a settled, highly organized system of industry committees.’ 

During this conflict, one of these committees created by the Petroleum Adinin- 
istrator for War was the Foreign Operations Committee.“ Composed of the 
heads of the principal companies engaged in foreign petroleum operations, it 
undertook, by Committee action, through its subcommittees, and by joint action of 
the participants, to collect information as to the availability of foreign petroleum 
and transportation facilities. In the same fashion, it prepared plans of co- 
operative action for pooling of facilities, materials and supplies and for schedul- 
ing of petroleum and product supplies. After certification by the War Pro- 
duction Board to the Attorney General pursuant to section 12 of the Small 
3usiness Mobilization Act of 1942,° these plans carried immunity under the 
antitrust laws for action directed by the Petroleum Administration for War to 
be carried out by participants. In general, detailed plans or proposals for 
specific action were prepared by the Committee and recommended for approval 
to the Administrator. Upon approval, the plans were embodied in “directives” 
requiring the planned action to be taken.® Under those plans, the participants 
carried out a broad program of joint action among themselves and with partici- 
pants in similar petroleum industry groups formed by other allied governments. 
The official status of this Committee was formally ended after V-J day, and with 
it ended the antitrust immunities granted the participants in its plans. 

During the subsequent period, industry-Government cooperation took the form 
of advisory, not operational, committees." The National Petroleum Council, 
with its subcommittees, was the focal point of this effort, particularly with 
respect to the gathering, compilation and analysis of factual materials relating 
to matters affecting the petroleum industry, both domestic and foreign.* Im- 
portantly, however, no antitrust immunities were conferred.’ 

With the enactment of the Defense Production Act of 1950, antitrust immuni- 
ties were again authorized for action taken pursant to voluntary agreements 
as approved under carefully specified procedures, to carry out the Act’s objectives. 
Shortly thereafter, at the height of the Korean emergency, the nationalization of 
Iranian oil facilities presented grave problems for the continued flow of oil sup- 
plies to friendly foreign nations. In this context, the Administrator of the 
Defense Production Administration requested the Attorney General’s approval 


2Report of the Attorney General Pursuant to Section 2 of the Joint Resolution of 
July 28, 1955 (Interstate Oil Compact Resolution), dated September 1, 1956, pp. 27—54. 

3 The background and operations of these Committees are reported in (P. A. W.), History 
of the Petroleum Administration for War (1941-45), 1946. 

4Td., at pp. 65-66. 

556 Stat. 537 (1942) ;: 50 App. U. S. C., sec. 1112 (1946). Seee. g., P. A. W. Directive 
No. 70, 8 Fed. Reg. 13983: P. A. W. Recommendations No. 2, Fed. Reg. 5014: No. 6, 
5015; No. 9, 6 Fed. Reg. 5018, No. 38; 7 Fed. Reg. 2638, 2950, 8713. 

®See P. A. W. Recommendation No. 7, specifying committee procedures, Part ITI, 
6 Fed. Reg. 5016-7 

7 The relevant documents are set forth in Hearing Before Antitrust Subcommittee of the 
House Committee on the Judiciary on WOC’s and Government Advisory Groups, 84th Cong., 
2d Sess, series 12, pt. IV, at pp. 2267-2348 (1956). 

§Id., at p. 2268. 

®Id., at p. 2273. However, one voluntary agreement relating to domestic supply and 
distribution was approved under Public Law 395, 80th Cong. (61 Stat. 945 (1947), 50 
U. S. C. App., see. 1912.) Id., at pp. 2404-2494. This provided limited antitrust exemp- 
tions, and was informally constituted and approved in late 1947, receiving formal 
organization and approval in August 1948. Id., at p. 2485. 
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for institution of a Voluntary Agreement Relating to the Supply of Petroleum 
to Friendly Foreign Nations, and of a plan of action formulated thereunder. 

This Agreement was for practical purposes a reconstitution of the Foreign 
Operations Committee existing during World War II. The participants were 
largely those companies whose representatives had comprised the earlier organi- 
zation.” The Agreement contemplated the establishment of a committee to 
perform two basic functions: (1) to prepare and carry out “plans of action” 
at the request of the Director to meet emergency problems in connection with 
foreign petroleum supplies, and (2) when requested, to gather certain production 
and requirement data and prepare supply schedules for foreign areas.” Like the 
World War II operations, the plans prepared by the Committee were to be 
promulgated by the Administrator of the Voluntary Agreement, after approval 
under section 708 procedures, as action required to meet the objectives of the 
Defense Production Act. Such action carried the immunity from antitrust action 
provided by statute.” 

The first Plan of Action was promulgated simultaneously with the Agree- 
ment.” It directed the participants, in general terms, to increase crude produc- 
tion and refining in areas other than Iran, to exchange supplies and to pool 
transportation facilities in order to offset the shortage of foreign petroleum 
resulting from the cut-off of Iran’s production and refining.“ It provided for 
implementing schedules setting forth in detail the operating procedures or 
specific actions to be taken under its terms to be prepared by the participants, 
and approved by the full Committee. After approval by the Administrator, the 
Plan of Action provided that the participants should regard such schedules 
as setting forth action directed by the Plan and Agreement,” which thereby 
would qualify for antitrust exemption. 

On July 8, 1952, the Secretary of the Interior advised the Attorney General 
that the emergency situation had sufficiently improved to warrant termination of 
of the Plan of Action, and approval was formally withdrawn in September of 
that year. The basic Agreement, however, remained in effect until January 16, 
1953, as an advisory committee, operative only in regard to certain fact-gathering 
activities. On that date, approval of the agreement was withdrawn. 


2. The Voluntary Agreement relating to foreign petroleum supply 


When approval of the 1951 Agreement was withdrawn, the Attorney General 
indicated the willingness of this Department to cooperate with the Petroleum 
Administration for Defense to formulate any new agreement which the changed 
situation might require. Therefore, during March and April 1953, the Petroleum 
Administration for Defense and the Defense Department proposed a similar 
Voluntary Agreement to reactivate the Foreign Petroleum Supply Committee, 
principally to collect statistical information relating to foreign petroleum opera- 
tions. Both agencies urged its indispensability. 

This Department, however, insisted that it incorporate certain minimal safe- 
guards. The Committee could consider problems and make recommendations 
only after a finding by the Secretary of the Interior that an emergency existed. 
The Committee or any of its Subcommittees could meet only upon the call of the 
Secretary of the Interior or his official designee. Only those matters listed on 
the Government approved agenda could then be considered. Attendance of a 
Government official was required at all Committee or Subcommittee meetings. 
And, as in the 1951 Agreement, no plan of action could be effective without the 
Attorney General’s approval. With such provisions, the new agreement be- 
came effective July 20, 1953. 

As thus promulgated, the Agreement contemplated two types of activity: (1) 
The collection and analysis of statistics relating to foreign petroleum operations 
on a continuing basis; and (2) the preparation and submission of plans of joint 


1 Compare list of participants, 16 Fed. Reg. 8375. 16 Fed. Reg. 110388, with the companies 
represented by the members of the World War II Foreign Operations Committee, at p. 330 
of a History of the Petroleum Administration for War. See, also, id. at 65. 

1 Agreement, secs. 6 and 7. The text of the Agreement appears in 16 Fed. Reg. 
8375-77. 

12 Agreement, sec. 8, 16 Fed. Reg. 8876. Cf. A History of the Petroleum Administration 
for War, p. 65 (1946). 

1316 Fed. Reg. 8377-8. 

4 Sec. 3 of Plan of Action No. 1, id., at 8378. 

4% Sec. 2 of Plan of Action No. 1, ibid. 

16The Voluntary Agreement, as amended, is found in appendix A of this Report. The 
safeguards noted above appear in see. 5 (a), 6 and 7. 

Discussion of the various provisions of this Agreement may be found in my prior reports, 
dated November 9, 1955, pp. 26-29, and February 20, 1956. 
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action for solution of petroleum problems if emergencies should arise affecting 
defense mobilization interests. Inasmuch as these two functions are operative 
under substantially different circumstances, presenting different anticompeti- 
tive possibilities, they warrant separate discussion. 

(a) Informational functions —The Defense Production Act amendments of 
1955 required reconsideration of outstanding voluntary agreements. We, there- 
fore, gave careful study to the Foreign Petroleum Supply Agreement, in the light 
of the actions of the Committee taken under the 1953 Agreement. From that re- 
view, we concluded that its informational functions rasied real antitrust prob- 
lems. Accordingly, my approval was withheld pending incorporation of more 
elaborate safeguards against possible anticompetitive consequences. 

The amendments, included in the Agreement as presently constituted,” added 
to the degree of direct Government supervision by requiring that there be full- 
time salaried Government officials in control of all meetings under the Agree- 
ment. The administrative staff of the Committee had to be composed of Govern- 
ment employees. The Committee's procedures for gathering and analyzing sta- 
tistics of foreign petroleum supply and demand were to be altered to eliminate 
any opportunity for exchange of company information which might be used to 
establish or implement quotas. 

Objection was raised that these proposals would be so restrictive as to weaken 
seriously the effectiveness of the Committee, despite its urgent defense impor- 
tance.” Weighing carefully the anticompetitive consequences of the Agreement 
as then constituted against the inconveniences of the new procedures necessary 
to eliminate them, in the light of the defense necessities the Agreement served, I 
notified the responsible officials of my determination that the Agreement could 
not retain my approval without incorporation of these safeguards.” Under these 
circumstances, the amendments were agreed to. 

(b) Emergency operations.—Ditferent considerations applied to the emergency 
operating provisions of the Agreement. These contemplated that, in times of real 
emergency, plans would be prepared by the Committee, to be carried out by the 
participants after Government approval, providing for mobilization of joint action 
to meet emergency needs. 

In this regard, my 1955 reexamination of this Agreement revealed no immedi- 
ate antitrust problems.“ Not then operative, these functions would become 
effective only in a serious emergency, which in any event would disrupt normal 
business activity. Moreover, in such an emergency, it could be anticipated tha 
such operations necessarily would involve an intense Government interest and 
participation. 

Accordingly, I concluded that the pertinent safeguards already in the Agree- 
ment were adequate. This planning function could not be initiated by the Com- 
mittee until a finding by the Secretary of the Interior that an emergency threat- 
ens defense programs. Furthermore, the procedural safeguards then under con- 
sideration for the informational activities of the Committee would also apply to 
Committee action in formulating plans.” 

Moreover, the Agreement expressly required that any request to the Committee 
to formulate plans of action under these procedures would be preceded by noti- 
fication to the Attorney General.” Most importantly, it was expressly provided 
that no such plan could go into operation except upon approval by the Secretary 
of the Interior and the Attorney General.“ This latter provision gave the op- 





17 These amendments are set forth in the Appendix, Supplemental Report of the Attorney 
General Prepared Pursuant to Section 708 (e) of the Defense Production Act of 1950, as 
Amended, February 20, 1956. 

18 See discussion, id. at pp. 6—7. 

Td. at pp. 4-6. See, also, a summary report of the Office of Oil and Gas, Department 
of the Interior, included in Joint Committee on Defense Production, Sixth Annual Report, 
H. R. Rept. No. 1, 85th Cong., Ist Sess. 129-130 (1957). 

Id. at pp. 7-8. 

21 The process of formally incorporating the amendments was completed with my April 24 
approval of the requests to participate in the amended Agreement which it was proposed 
would be sent to prospective participants. On July 20. 1956, the Director of the Office 
of Defense Mobilization executed the formal notice recording the acceptance of all of the 
companies requested to participate. 21 Fed. Reg. 5705. 

2 See p. —,. supra. 

23 See Agreement, sec. 6 (c) in Appendix A. 

*# See Agreement, sec. 6 (d) and (3) in Appendix A. This provision has created some 
misunderstanding. A 1955 amendment to the Defense Production Act forbade new 
voluntary agreements not related to equipment used primarily by the Department of 
Defense. In later hearings, the Director of the Office of Defense Mobilization was asked 
whether emergency plans of action would not be, in effect. new voluntary agreements un- 
authorized under the amended section 708 of the Act. He pointed out that the plans of 
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portunity to review the competitive consequences of plans formulated, while 
conceding the necessity of leaving the details of such plans to be shaped in the 
context of the particular emergency which might arise. 

Under these provisions, following nationalization of the Suez Canal, the Sec- 
retary of the Interior made a finding of emergency under the Agreement, and 
notified me of his intention to convene the Foreign Petroleum Supply Com- 
mittee to consider formulation of a plan of action.” That Committee convened 
almost immediately, and, acting under the procedures of the Agreement, as 
amended, proceeded to consider and prepare a proposed plan of action. 


3. Plan of action, dated August 10, 1956, as amended 


On August 7, 1956, the Committee submitted a proposed plan of action to the 
Secretary of the Interior for review. Previous to that time, we had been notified 
informally of the impending plan and its likely contents. After some modifica- 
tions, this plan was referred to the Attorney General for approval as required 
under the Agreement.” 

Representatives of the Department of Justice explored both the necessity for 
the Plan and the effect of its provisions as thoroughly as the apparent urgencies 
permitted. In fact, the matter had been under study even before formal sub- 
mission of the Plan. As I shall later discuss, certain changes were embodied at 
our request. Others were considered in the conferences held, but were com- 
promised or rejected where there existed a real possibility that, in the extreme 
urgency of the circumstances in which the Plan would become operative, they 
might hamper its efficiency. 

Representations were made as to the urgent defense necessity of the Plan by 
the Office of Defense Mobilization, the Departments of Defense, Interior and 
State. On the basis of the information available to me, I also concluded that 
there was urgent defense necessity for the Plan. It was clear that the Plan 
reinvoked arrangements long familiar in emergency situations affecting oil.” 
Moreover, it was also clear that time factors did not permit establishment of 
any alternative means elaborate enough to meet the emergency. Therefore, 
after appropriate consulations, I approved the Plan.” 

The Plan, as approved, did authorize activities by the working group whoch 
overlapped the functions of the main Foreign Petroleum Supply Committee. 
Thus the working group of the companies appointed by the Secretary of the 


Interior, or the Assistant Secretary acting as Administrator of the Plan, was 


largely drawn from the main Committee, and was constituted as the Middle East 
Emergency Committee. In the expectation of a stoppage of the transportation 
facilities in the Middle East, it was to undertake the gathering of information 
as to supplies, production, demand and transportation facilities for use in 
scheduling operations under the Plan if the looming crisis came to pass.” When 
that stoppage should occur this Emergency Committee could undertake broad 
operating functions. 

The bulk of the Agreement’s antitrust safeguards was carried into the Plan. 
Thus, the Plan continued the provisions that the Emergency Committee can not 
begin to function without a prior written request by the Government Administra- 
tor of the Plan, which request was to be furnished first to the Attorney General.” 
Meetings of the Committee or Subcommittees can be held only upon the call of 
the Administrator or his representative.“ The agenda for each such meeting 


action had been regarded as an integral part of the Agreement, and not separate new 
agreements. Hearings before a Subcommittee of the Committee on Banking and Currency, 
Defense Production Act Amendments, 1956, Senate, 84th Cong., 2d sess. (S. 3407), p. 53 
(1956). In its report, the Committee saw fit to note: 

“* * * with approval the Attorney General’s view that the provisions in the foreign 
petroleum supply agreement and the tanker capacity contribution agreement for future 
allocation programs covering petroleum and tanker capacity (subject to future apnroval 
of any such programs by the Atorney General) were valid and appropriate under the section 
as amended in 1955” (S. Rept. No. 2237, 84th Cong., 2d sess., 12-13 (1956). 

As I have pointed out above, the insertion of the requirement for separate approval of 
plans was intended as an additional safeguard against anticompetitive misuse of the 
Planning authority, left otherwise necessarily flexible to meet emergencies whose nature 
could not be predicted. 

* Joint Committee on Defense Production, Sixth Annual Report, H. R. Rept. No. 1, 
85th Cong.. Ist Sess., pp. 130-131 (1957). 

*Td., at 131. 

“7 See supra, pp. 37-42. 

28 See my report dated November 9, 1956, p. 56. 

”Plan of Action, Appendix, sec. 2 (a). See also my Report of November 9, 1956, at 
pp. 57—58. 

% 2 A, Plan of Action, Appendix B. 

See. 3 (e), Plan of Action, Appendix B. 
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must be formulated and furnished me in advance, and matters may be added 
to an agenda only with the consent of a representative of the Administrator 
present at the meeting.” All data collected under the Plan, and all records and 
recommendations of each Committee or Subcommittee, are to be made available 
to this Department upon request.” Full and complete minutes of all meetings 
are to be kept and made available to me. All meetings must be attended by a 
full-time salaried Government employee, and are open to representatives of any 
Government agency concerned. 

As for those Agreement safeguards preventing exchange of identifiable in- 
formation, it was urged their continuance would seriously weaken the efficiency 
of the Committee.” We recognized that they changed customary procedures by 
which petroleum crises had been met in the past, but felt that they were too im- 
portant to be eliminated without a full demonstration that the Plan, thus safe- 
guarded, would not work. 

This was the basis of the compromise: The Plan provided, first, that the in- 
formational facilities of the Agreement, with its full safeguards, should be used 
so far as the Administrator should find it feasible to do so.” Should it not be 
feasible, then the Plan still prohibited exchange and discussion of individual 
company estimates of its own future production and sales, unless the Adminis- 
trator should find this restriction to be so cumbersome as to “‘no longer serve the 
national interest.” ” 

However, when the Plan was put into actual operation, as I reported to you 
on November 9, 1956, the Secretary of the Interior found the facilities of the 
main Agreement could not feasibly be used. A little later the Secretary found 
that the restrictions on exchange of information between participants were no 
longer in the national interest. 

The Plan, as the Agreement before it, requires Government controls over dis- 
cussions in all meetings. Thus, the Plan requires that the agenda for all 
meetings be formulated and furnished to me in advance.” Meetings can be 
ealled only by a Government official.” The Plan provides that all meetings must 
be attended by “a full-time salaried Government employee,” as the representative 
of the Administrator of the Plan.” Nothing can be added to the agenda with- 
out his approval.“ Moreover, this Government representative “* * * in his 
sole judgment shall determine whether any question, topic, or discussion falls 
within the agenda set by terms of Section 3 (f) and limit discussions to the 
agenda.” * 

These provisions preserved fully the substance with which we were concerned. 

Although the main Agreement provided for use of Government employees 
as an administrative staff,” the Plan of Action did not contain this requirement. 
The governmental staff for the main Committee could not be utilized to admin- 
ister the Plan of Action, since it was not as yet fully organized itself. Therefore, 
the Department of the Interior believed that inclusion of this provision might 
involve the emergency operation in some delay. Under these circumstances, 
since a number of other safeguards were being incorporated in the emergency 
measure, this safeguard seemed to be of lesser importance. Accordingly, I 
approved its elimination. 

With these safeguards incorporated in the Agreement, this Department con- 
cluded that anticompetitive risks were narrowed. Moreover, the right of Gov- 
ernment personnel to attend meetings of the Emergency Committee and its 
subcommittees afforded an opportunity for Department representatives to mini- 
mize the risk still further. Accordingly, after effectuation of the Plan, Justice 
Department representatives did attend the few meetings which took place prior 
to November 1956. 

On this basis, the lan functioned until the first week of November. In that 
week, the threatened emergency became a reality, and in even a more severe 
form than anticipated. The 2,000,000 barrels per day of Middle East oil which 


82 Sec. 3 (e), Plan of Action, Appendix B. 

% Sec. 3 (f), Plan of Action, Appendix B. And see sec. 3 (h). 

% Sec. 3 (h), Plan of Action, Appendix B. 

* See Joint Committee on Defense Production, Sixth Annual Report, H. R. Rept. 1. 
85th Cong., Ist sess., p. 130. 

*% Sec. 5, Plan of Action, Appendix B. 

37 Sec. 11, Plan of Action, Appendix B. 

3 Sec. 3 (f), Plan of Action, Appendix B. 


% Td., sec. 3 (e) 
40 1d., see. 3 (h) 
41 Id., sec. 3 (f). 
42 1Td., sec. 3 (h 

) 


h). 
48 Sec. 5 (ec), Voluntary Agreement, Appendix A. 
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moved to Western Europe prior to October 31, 1956, constituted about four-fifths 
ef the total petroleum available to meet the needs of that area. On that date, 
the Suez Canal was blocked, thereby cutting off the most direct transport for 
approximately 1,500,000 barrels per day. On November 3, the catastrophic 
consequences of this stoppage were aggravated by the damaging of the pipelines 
carrying Iraq oil to the Mediterranean. All told, the available data indicated 
that unless other arrangements were made, use of the normally available tanker 
capacity around the Cape of Good Hope would result in a shortage of some 
950,000 barrels per day of European requirements. While uncoordinated, in- 
dividual action might serve to bridge the gap for a time, it was obvious that the 
emergency called for joint action by the countries and companies involved. 

On November 30, 1956, the President instructed the Director of the Office 
of Defense Mobilization to take steps necessary for the full activation of the 
operational features of the Plan. Prior to this time, the Director and officials 
of the Department of the Interior had informed me of the imminence of such 
action. On the same day, the Acting Secretary of the Interior, as Administrator 
of the Plan, made the formal finding as to Middle East petroleum transport 
stoppage, which brought into effect the provisions of the Plan directing joint 
action by the participants to meet the emergency. 

To meet this drastic emergency, on November 29, 1956, the Acting Secretary 
of the Interior formally proposed several amendments to the Plan, which had 
already been discussed informally. The Director of the Oflice of Defense 
Mobilization forwarded them to me with his full approval. After careful con- 
sideration, aided by further conferences, I approved the amendments December 
3, 1956. 

These amendments intended in essence that: (1) the schedules under the 
Plan would consist of broad programs, but all individual transactions carried out 
thereunder would be reported in detail; (2) participation in the Plan and 
membership on the Committee would not be limited to oil companies with for- 
eign operations; (3) cooperative action might be taken within the United States 
when it was necessary to effectuate the Plan and schedules issued under it; and 
(4) the Committee and its members could participate in actions or programs 
requested by foreign governments or agencies designated by the Administrator, 
subject to a requirements of full report as to the acts involved in such parti- 
cipation. 

The amended Plan received the full support of the Department of the 
Interior, the Office of Defense Mobilization, the Department of State, and the 
Department of Defense, as essential to national security. My own review of the 
situation satisfied me that the necessity of immediate action in the national 
interest required full activiation of he Plan subsantially as recommended. 

Amendments eliminating the requirement for detailed schedules, and permit- 
ting cooperation in programs requested by foreign governments, involved com- 
petitive considerations. Discussions held in connection with these provisions, 
however, developed the clear understanding that antitrust exemption would 
extend only to that action which is fully reported to the Committee and the 
Administrator. The Administrator and the legal staff of the Committe have 
indicated their agrement with this interpretation. In practice, this will narrow 
substantially the anticompetitive risks of the amended Plan. The amendment 
permitting cooperation in foreign programs limits the action authorized to that 
involvong foreign agencies designated in writing by the Administrator. I have 
taken the position that any such cooperative action must be limited to programs 
requested by the foreign governments and directed by them and the action taken 
has been consistent with this view. 

The remaining amendments opening participation to domestic operators, and 
permitting action in the continental United States, broadened the membership 
and area of operations, but did not seem to add substantial new anticompetitive 
risk to the Plan. 

Anticompetitive possibilities were thus reduced by these clarifications. More- 
over, careful surveillance of operations under the Plan by Government officials, 
including members of my staff, offered a practical tool to narrow the risk still 
further. Weighing the residual anticompetitive possibilities against the real 
emergency involved, I concluded the amendments should be approved. 


j. Current operations under the amended plan 


_ Since activation of the Plan, the participants have undertaken individual and 
Joint action described in the schedules approved by the Administrator.“ These 


_—_—_—— 


“The schedules are set forth in Appendix C. 
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schedules seek to channel the available oil in a pattern sharply different from 
that existing before the emergency. To illustrate the complexity of the arrange- 
ments, the schedules provide that oil previously moving from the Persian Gulf 
and the Eastern Mediterranean to the east coast of Canada and the United 
States should move directly to the shortage areas. Caribbean supplies normally 
moving to the eastern coasts of the United States, Canada, and South America 
should, to the extent possible, tlow across the Atlantic to Europe. The needs of 
the United States and Canada for oil thus diverted are to be supplied from 
Western Hemisphere production. Caribbean oil diverted from destinations in 
eastern South America is to be replaced by supplies moving from the Persian 
Gulf around the Cape of Good Hope. 

The schedules also contemplate other rearrangements and combinations of 
these and other movements which will increase the supply to the shortage 
area without affecting the supplies of the United States and other free countries, 
Of course, the job of directing the loading and routing of individual tankers 
in the new patterns, while eliminating unnecessary tanker movements, is neces- 
sarily left to the private company owning the vessel. Arrangements for the 
loading of supplies held by companies other than the vessel owner necessarily 
require joint action within the general framework of the Plan. In the United 
States, joint action has been taken to alter the flow of certain pipelines, and 
combine the operations of others, in order to increase the petroleum available 
for tanker loading at Gulf Coast ports. 

The schedules so far operative implement principally the provisions of sec- 
tion 2B of the Plan concerning first, joint use of tankers, pipelines, and other 
transportation facilities to avoid duplication, eliminate long and cross hauls 
and save tanker; and second, sales and exchanges among participants to effect 
a maximum distribution to affected areas.” The provision for cooperative action 
within the United States has been made effective only in relation to the opera- 
tion of the pipe line transport arrangements referred to.“ 

The provisions of the Plan for cooperative action concerning foreign produc- 
tion of petroleum have not been placed in effect.“ 

Members of my staff have been directed to attend all Committee meetings, 
all meetings of the most important Subcommittees, and all other Subcommittee 
meetings to the extent possible. The work of the Subcommittee receiving and 
reviewing reports by participants of action taken under the general schedules 
has been closely observed, and the reports have been considered carefully for 
any indication of improper action.* 

It has been made clear that the presence of Justice Department representatives 
does not constitute this Department’s approval or disapproval of action taken, 
They have been present solely to observe the details of action under the Plan, 

In respect to cooperative action by the Plan’s participants in programs re 
quested by foreign governments, the Administrator has so far limitea the wesig- 
nation of foreign liaison groups to the Organization for European Economic 
Cooperation (OEEC), its Oil Committee, and the industry advisory grooup estab 
lished by OEEC, the Petroleum Industry Emergency Group (OPEG). Through 
the facilities of the Department of State, the organization and functions of these 
organizations have been carefully examined. The OEEC is a long-established 
council of western European governments.” The Oil Committee is composed 
of governmental representatives. The OPEG, while composed of oil companies, 
is solely and advisory group and has no responsibility for the formulation of 
programs for allocation between member countries. That is regarded as a 
function of the OEEC itself. Moreover, as we have ascertained from the State 
Department, allocation of supplies within member countries is to be a govern- 
mental function. The industry advisory committees in the various countries 
will not have allocation authority or responsibility. 





45 Sec. 2 B (i) and (ii), Appendix B. 

#6 Sec. 2B (iv), Appendix B. 

47 Sec. 2B (iii), Appendix B. 

48 In addition, a Government review committee has also been established, with representa- 
tives from the agencies concerned. which again reviews reports of action taken. 

49Tt was established under the Convention for European Economic Cooperation of April 
17, 1948, by the signatories to that document, including: Belgium, France, Germany Italy, 
Luxembourg, Netherlands, United Kingdom, Denmark, Iceland, Norway, Portugal, Greece, 
Turkey, Ireland, and Sweden. The United States and Canada have been associate members 
since June 1950. Since January 25, 1955, Yugoslavia has sent observers to OEEC meet- 
ings. and Spain, since January 28, 1955, has had limited participation in OFEC work on 
agriculture and food. 
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These efforts to minimize the risks to the competitive system are being 
continued. At our insistence, representatives of independent domestic producers 
and refiners have been invited to participate in Committee meetings. Their 
presence will provide some check on possible prejudice to the economic well-being 
of those segments of the industry. And, of course, this Department will continue 
to keep close watch. At the present time, for example, Assistant Attorney 
General Victor R. Hansen, in charge of the Antitrust Division, is in Europe 
attending meetings of the foreign government liaison groups. 

Our close observation of the Plan’s operation has so far disclosed no basis 
to conclude that its approval was unwise or unnecessary. No indication has 
appeared that serious anticompetitive consequences are thereby immunized 
from antitrust sanctions. 


B. OTHER VOLUNTARY AGREEMENTS 


1. Army Integration Committees 


In my last report I expressed some dissatisfaction with the inactivity of 
certain Army integration committees. I indicated that the possibility of placing 
these committees in an inactive status would be discussed with representatives 
of the Army and of ODM. The Judge Advocate General’s office has now re- 
quested the Ordnance Ammunition Command and the Ordnance Tank-Automo- 
tive Command to make a thorough study of each of the integration committees 
within their respective fields. The Department of the Army will then recommend 
with respect to each committee whether it should be dissolved, continued in its 
present status or placed in a standby position. 


. + x ‘x ¥ * * 

The CHarrman. Now, you have the committee set up then under a 
program provided under the law with immunity from antitrust pro- 
ceedings, with 16 members all operators in the Middle East; were they 
not ? 

Mr. Wormser. Yes, sir; excepting Frontier Refining Co. and 
Venezuelan Petroleum Co. 

The CHatrman. Now, the committee actually did nothing until 
November. 

Mr. Wormser. That is right, sir. 

Mr. Wrieut. Mr. Chairman, the committee actually engaged in col- 
lecting information and data that would be required in connection 
with any particular emergency prior to that time. I believe the re- 
quest in that regard was made August 22. 

The Cuatrman. Then of course we had the Suez crisis develop. 
That was in October; am I correct in that? 

Mr. Wrienr. October 31. 

The Cuatrman. Then it was following that that the President, then 
realizing the crisis that was developed because of it, sent some of you, 
or someone, or directed someone to go over there and work up a pro- 
gram, or put this plan of action into effect. 

Mr. Wormser. I didn’t understand, send somebody over where? 

The Cuarrman. Over in Europe and the Middle East. 

Mr. Wormser. No, sir; this is entirely a domestic operation, sir. 
No one has gone over to the Middle East so far as I know. 

The Cuarrman. Would you then explain the committee, authority 
for it, and what this committee did immediately after the October 29 
incident where France and Britain invaded Egypt? 

Mr. Wormser. Well, it immediately started functioning so as to get 
information as to the supply and requirements of Europe, also the 
available tankers; also information on tanker movements so as to 
avoid cross-hauling of tankers to provide the most efficient possible 
flow and it immediately started to work in those two general lines. 

89685—57—-9 
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The Cuamman. Well, did they then decide on a program that would 
be necessary ? 

Mr. Wormser. Well, they had several schedules developed which 
were the framework within which the committee operated on its 
tanker movements, and perhaps you would like to put in the record 
those schedules as they were submitted by the committee and approved 
by the Administrator. 

The CHarrMan. We would be glad to have that for the record at 
this point. 

(The schedules referred to above are as follows:) 


APPENDIX © 
SCHEDULE NO. 1 


PURSUANT TO PLAN oF AcTION DATED AUGUST 10, 1956 (As AMENDED DECEMBER 3, 
1956), UNDER VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY, 
AS AMENDED 


This schedule has been prepared pursuant to Plan of Action dated August 10, 
1956 (as amended December 3, 1956), under Voluntary Agreement Relating to 
Foreign Petroleum Supply, as amended, and in the light of the finding by the 
Administrator that a substantial Middle East petroleum transport stoppage 
exists within the meaning of Section 2 of said Plan of Action. 

The purpose of this schedule is to provide a program to implement said Plan 
of Action. 

The program is designed to alleviate petroleum shortages and dislocations 
resulting from the substantial Middle East petroleum transport stoppage through 
measures that will result in the more efficient utilization of tankers and other 
petroleum transportation facilities. These measures include the rearrangement 
of present and programed petroleum movements. 

The measures that constitute the program that is covered by this schedule are: 

1. The diversion to Western Europe and other affected areas’ of petroleum 
supplies moving and which would otherwise move from the Persian Gulf to the 
U. S. East Coast and the substitution therefor of petroleum supplies from West- 
ern Hemisphere sources. 

2. The diversion to Western Europe and other affected areas of petroleum sup- 
plies moving and which would otherwise move from the Persian Gulf to the 
Canada East Coast and the substitution therefor of petroleum supplies from 
Western Hemisphere sources. 

3. The diversion to the Mediterranean region and other affected areas of pe- 
troleum supplies moving and which would otherwise move from the Eastern Medi- 
terranean to U. 8S. East Coast and the substitution therefor of petroleum supplies 
from Western Hemisphere sources. 

4. The diversion to the Mediterranean region and other affected areas of pe- 
troleum supplies moving and which would otherwise move from the Eastern Medi- 
terraneau to Canada East Coast and the substitution therefor of petroleum sup- 
plies from Western Hemisphere sources. 

5. The diversion to the Mediterranean area of petroleum supplies presently 
moving from the Eastern Mediterranean to Western Europe and the substitu- 
tion therefor of petroleum supplies from the Persian Gulf or Western Hemi- 
sphere which are moving and which would otherwise move to the Mediterranean 
area, 

6. Such rearrangements or combinations of any of the foregoing movements of 
petroleum supplies or of movements under any other schedule as will inake avail- 
able transportation facilities to alleviate shortages resulting from the Middle 
East transportation stoppage. 

The rearrangement of these movements to increase the efficient use of tankers 
and other petroleum transportation facilities will make it possible for sub- 
stantial additional supplies of petroleum to be made available to Western 
Europe and other areas now suffering petroleum shortages resulting from the 
Middle East petroleum transportation stoppage. 

1 For the purposes of this schedule the term ‘‘affected areas” means those areas in the 
Eastern Hemisphere West of Suez that are described in Section 8 of the Plan of Action. 
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Each of the participants in the Plan of Action dated August 10, 1956 (as 
amended December 3, 1956) will, in good faith, endeavor to take such actions 
pursuant to Section 2 of the Plan of Action as are available to it toward carrying 
out this program subject to such limitations as may be imposed by such circum- 
stances as lack of petroleum resources or facilities, governmental restrictions 
or requirements, economic detriment or other action taken under any schedule. 

This program contemplates that the participants may furnish to the Com- 
mittee and may at meetings of the Middle East Emergency Committee or its 
Subcommittees, present, exchange and discuss information that may facilitate 
the taking of actions hereunder, including information as to the situation of 
individual companies. 

This schedule shall remain in effect from the date of its issuance by the 
Administrator until March 31, 1957, unless sooner terminated by the Admin- 
istrator, provided, that, in any event, any commitment arising from any action 
that has been undertaken hereunder may be completed according to its terms. 

Approved and Issued December 7, 1956. 

Fettx BE. WorRMSER, 
Assistant Secretary of the Interior—Mineral Resources. 


Amendment No. 1 to Schedule No. 1—pursuant to plan of action dated August 
10, 1956 (as amended December 3, 1956) under voluntary agreement relating 
to foreign petroleum supply, as amended 
Schedulé No. 1 is hereby amended by adding the following note: 

“For the purpose of this schedule, the words ‘United States East Coast’ 
includes the United States Gulf Coast.” 
Approved and Issued: February 4, 1957. 
FELIx E. WORMSER, 
Assistant Secretary of the Interior. 


SCHEDULE No. 2 


PURSUANT TO PLAN OF ACTION DATED AvGusT 10, 1956 (As AMENDED DEeceMBER 8, 


1956) UNDER VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY, 
AS AMENDED 


This schedule has been prepared pursuant to Plan of Action dated August 10, 
1956 (as amended December 3, 195) under Voluntary Agreement Relating to 
Foreign Petroleum Supply, as amended, and in the light of the finding by the 
Administrator that a substantial Middle East petroleum transport stoppage 
exists within the meaning of Section 2 of said Plan of Action. 

The purpose of this schedule is to provide a program to implement said Plan 
of Action. 

The program is designed to alleviate petroleum shortages and dislocations 
resulting from the substantial Middle East petroleum transport stoppage through 
measures that will result in the more efficient utilization of tankers and other 
petroleum transportation faciilties. These measures include the rearrangement 
of present and programmed petroleum movements. 

The measures that constitute the program that is covered by this schedule 
are: 

1. The diversion to Western Europe and other affected areas* of petroleum 
supplies moving and which would otherwise move from the Caribbean to South 
America East Coast and the substitution therefor of petroleum supplies from 
the Persian Gulf. 

2. The routing of tankers to the Caribbean to move petroleum supplies from 
the Caribbean to South America East Coast on the return voyage presently 
being made and which would otherwise be made in ballast from Europe to the 
Persian Gulf. 

5. The diversion to Western Europe and other affected areas of petroleum 
supplies moving and which would otherwise move from the Caribbean to the 
United States and Canada East Coast to the extent that there may be available 
for substitution therefor petroleum supplies from the United States Gulf. 

4. Such rearrangements or combinations of any of the foregoing movements of 
petroleum supplies or of movements under any other schedule as will make 





‘For the purposes of this schedule the term “affected areas’? means those areas in the 
Eastern Hemisphere West of Suez that are described in Section 8 of the Plan of Action. 
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available transportation facilities to alleviate shortages resulting from the Mid- 
dle East transportation stoppage. 

The rearrangement of these movements to increase the efficient use of tankers 
and other petroleum transportation facilities will make it possible for substan- 
tial additional supplies of petroleum to be made available to Western Europe and 
other areas now suffering petroleum shortages resulting from the Middle East 
petroleum transportation stoppage. 

Each of the participants in the Plan of Action dated August 10, 1956 (as 
amended December 3, 1956) will, in good faith, endeavor to take such actions 
pursuant to Section 2 of the Plan of Action as are available to it toward carry- 
ing out this program subject to such limitations as may be imposed by such 
circumstances as lack of petroleum resources or facilities, governmental restric- 
tions or requirements, economic detriment or other action taken under any 
schedule. 

This program contemplates that the participants may furnish to the Commit- 
tee and may at meetings of the Middle East Emergency Committee or its Sub- 
committees, present, exchange and discuss information that may facilitate the 
taking of actions hereunder, including information as to the situation of in- 
dividual companies. 

This schedule shall remain in effect from the date of its issuance by the 
Administrator until March 31, 1957, unless sooner terminated by the Admin- 
istrator, provided, that, in any event, any commitment arising from any action 
that has been undertaken hereunder may be completed according to its terms. 

Approved and Issued December 7, 1956. 


FeLtx E. WorMSER, 
Assistant Secretary of the Interior—Mineral Resources. 


Amendment No. 1 to Schedule No. 2—Pursuant to plan of action dated August 10, 
1956 (as amended December 3, 1956) under voluntary agreement relating to 
foreign petroleum supply, as amended 

Schedule No. 2 is hereby amended by adding the following note: 
“For the purposes of this schedule, the words ‘United States East Coast’ in- 
clude the United States Gulf Coast.” 
Approved and issued : February 4, 1957. 
FELIx WORMSER, 
Assistant Secretary of the Interior. 





ScHEDULE No. 3 


PURSUANT TO PLAN OF ACTION DATED AucusT 10, 1956 (AS AMENDED DECEMBER 3, 
1956) UNDER VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY, 
AS AMENDED 


This schedule has been prepared pursuant to Plan of Action dated August 10, 
1956 (as amended December 3, 1956) under Voluntary Agreement Relating to 
Foreign Petroleum Supply. as amended, and in the light of the finding by the 
Administrator that a substantial Middle East petroleum transport stoppage 
exists within the meaning of Section 2 of said Plan of Action. 

The purpose of this schedule is to provide a program to implement said Plan 
of Action. 

The program is designed to alleviate petroleum shortages and dislocations 
resulting from the substantial Middle East petroleum transport stoppage through 
measures that will result in the more efficient utilization of tankers and other 
petroleum transportation facilities. 

The measures that constitute the program that is covered by this schedule are: 
The rearrangement of movements or supplies of petroleum in or between ports 
in the Eastern Hemisphere east of Suez so as to eliminate multiple port dis- 
charges and cross hauls, or otherwise to conserve or to use in the most efficient 
manner the petroleum transportation facilities available in that area. 

Each of the participants in the Plan of Action dated August 10, 1956 (as 
amended December 3, 1956) will, in good faith, endeavor to take such actions 
pursuant to Section 2 of the Plan of Action as are available to it toward carry- 
ing out this program subject to such limitations as may be imposed by such 
circumstances as lack of petroleum resources or facilities, governmental restric- 
tions or requirements, economic detriment or other action taken under any 
schedule. 
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This program contemplates that the participants may furnish to the Committee 
and may at meetings of the Middle East Emergency Committee or its Subcom- 
mittees, present, exchange, and discuss information that may facilitate the taking 
ef actions hereunder, including information as to the situation of individual 
companies. 

This schedule shall remain in effect from the date of its issuance by the Ad- 
ministrator until March 31, 1957, unless sooner terminated by the Administrator, 
provided, that, in any event, any commitment arising from any action that has 
been undertaken hereunder may be completed according to its terms. 

Approved and Issued, January 24, 1957. 

Fetrx BE. WorMSER, 
Assistant Secretary of the Interior. 


SCHEDULE No. 4 


PURSUANT TO PLAN OF ACTION DatTep AvGustT 10, 1956 (As AMENDED DECEMBER 38, 


1956) UNDER VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY, 
AS AMENDED 


This schedule has been prepared pursuant to Plan of Action dated August 10, 
1956 (as amended December 3, 1956) under Voluntary Agreement Relating to 
Foreign Petroleum Supply, as amended, and in the light of the finding by the 
Administrator that a substantial Middle East petroleum transport stoppage 
exists within the meaning of Section 2 of said Plan of Action. 

The purpose of this schedule is to provide a program to implement said Plan 
of Action. 

The program is designed to alleviate petroleum shortages and dislocations 
resulting from the substantial Middle East petroleum transport stoppage through 
measures that will result in the more efficient utilization of petroleum transporta- 
tion facilities. 

The measures that constitute the program that is covered by this schedule are: 

Arrangements to change operations of pipelines and other transportation 
facilities within the United States to increase the volume of deliveries of domes- 
tic crude oils to the United States Gulf Coast for delivery to Europe and other 
foreign areas affected by the Middle East petroleum transport stoppage, or for 
shipment to the United States East Coast and Canada East Coast in substitu- 
tion for petroleum supplies diverted to Europe and other affected areas in accord- 
ance with Schedules Nos. 1 and 2. 

Each of the participants in the Plan of Action dated August 10, 1956 (as 
amended December 3, 1956) will, in good faith, endeavor to take such actions 
pursuant to Section 2 of Plan of Action as are available to it toward carrying 
out this program subject to such limitations as may be imposed by such cir- 
cumstances as lack of petroleum resources or facilities, governmental restrictions 
or requirements, economic detriment or other action taken under any schedule. 

This program contemplates that the participants may furnish to the Commit- 
tee and may at meetings of the Middle East Emergency Committee or its Sub- 
committees, present, exchange and discuss information that may facilitate the 
taking of actions hereunder, including information as to the situation of in- 
dividual companies. 

This schedule shall remain in effect from the date of its issuance by the Ad- 
ministrator until March 31, 1957, unless sooner terminated by the Administra- 
tor, provided, that, in any event, any commitment arising from any action that 
has been undertaken hereunder may be completed according to its terms. 

Approved and Issued January 24, 1957. 

FeLtix E. WorMSER, 
Assistant Secretary of the Interior. 


The CHamman. What did you decide was necessary to meet this 
crisis ? 

Mr. Wormser. Well, it was necessary to get as much oil as possible 
to Europe, to replace the oil that was lost by virtue of the stoppage 
of the Suez Canal and the interruption of the IPC pipelines, and of 
course it took ever so much longer to go around the Cape of Good 
Hope with tankers carrying whatever available oil was at the disposal 
of the tankers in the Persian Gulf, and also it was necessary to draw 
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as much oil as we could from this country, from the Western Hemis- 
phere and at the same time to divert from the United States, the 
Middle Eastern oil that had been moving here right along. 

The Cuarmman. Well, didn’t you first find out what the require- 
ments would be? 

Mr. Wormserr. Studies had been going on in that area by the MEEC 
Committee prior to the actual declaration of an emergency, so there 
was considerable background information and also the companies 
themselves, on their own initiative, had done a lot to help ease the 
crisis by whatever facilities they had available. 

The Cuarrman. Well, we have a statement here dated November 
21, where Mr. Hoover said that the United States was deeply inter- 
ested in the OFEC assessment of the problem and would not deal 
through individual companies or take Government action to seek the 

solution on individual country basis, but through the OEEC. 

Mr. Wormser. Well, the OEEC, sir, is the Organization for Euro- 
pean Economic Cooperation, and that is essentially a governmental 
ody. That governmental body decides how much of available supply 

each of the 17 countries, I believe, is entitled to, and they have func- 
tioning beneath them another committee called OPEG, an OEEC 
Petroleum Emergency Group. That is comprised of foreign oil com- 
panies that serve the E uropean areas, and that is, I would say, the 
functioning or administrative body that gets its directive from the 
OEEC. 

Now, so far as all of those aspects of our work is concerned, Mr. 
Chairman, that has been left in the hands of the State Department. 

The Cuatrrman. Now then, Mr. Secretary, did not you or your com- 
mittee or the MEEC, and agencies first try to find out what the 
requirements of Western Europe were, and would be for the fourth 
quarter and the first quarter of this year? 

Mr. Worasrr. The statistical subcommittees of the MEEC did 
gather lots of information of that nature, and of course we knew 
broadly how much oil Europe took. I think it was 3,200,000 barrels a 
day, and we knew how much oil they would lack by virtue of the 
stoppage of the Suez Canal. 

The Cuatrman. Now, by “oil”, do you mean crude oil ? 

Mr. Wormser. Crude oil; yes, sir. 

The Cuamman. And crude oil and probably fuel oil, or are you 
speaking of crude oil? 

Mr. Wormser. It is 3,200,000 that I referred to a moment ago, 
including crude oil and products such as gasoline. 

The CHamman. These products consist mostly of fuel oil, some 
gasoline—— 

Mr. Wormser. Some gasoline, distillates, and some heavy oils too. 

The Cuamman. Now, for background information, before we go 
any further on that, as a result of the Marshall plan in 1948, there 
were certain refineries that were constructed in Western Europe; were 
there not? 

Mr. Wormser. I believe so, sir. 

The Cuarmman. Are you familiar with what those refineries were— 
or what those refineries are ? 

Mr. Wormser. Perhaps Mr. Jordan can answer that. 

Mr. Jorpan. There was a tremendous expansion, postwar, in re- 
finery capacity in Western Europe. 
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The Cuarrman. Yes. 

Mr. Jorpan. And there are figures available to show precisely the 
location and ownership of those | refineries. 

The Cuarrman. Well, where are those refineries, I mean generally 
speaking ? 

Mr. Jorpan. Generally speaking, in northwest Europe, and by that 
I would mean the United Kingdom, France, Germany, Belgium, and 
the Netherlands. 

The Cuatrman. Was that expansion program under what we re- 
ferred to at that time as the Marshall program ? 

Mr. Jorvan. I don’t know the answer to that question, I am sorry. 
I think there was some. 

The Cuairman. As a matter of fact, it was, to a certain extent. 

Now, what I was going to inquire: Was there some agreement in 
the development of these refineries that would require them to have 
to use sterling oil? 

Mr. Jorpan. Not to my knowledge. 

The Cuatrrman. Well, it would seem to me, and I certainly do not 
want to sound critical, that in view of the responsibility of the Depart- 
ment of the Interior in connection with this program, which seems to 
be a worldwide integrated program now, that those were some of the 
things that your agency ought to know about. 

Mr. Wormser. W ell, sir, so far as the purchase and sale of this oil 
is concerned, that is done entirely privately, sir. We have nothing 
to do with it. 

The CHatrmMan. Well, you keep up with the methods and all 

Mr. Wormser. But we don’t know whether sterling or francs or 
what currency is used to consummate any transaction that is created 
by virtue of the functioning of an MEEC committee. 

The CHarrman. It seems that you should know something about it 
in view of the fact that out of this same area comes dollar oil. 

Mr. Wormser. We know the source of the supply, Mr. Chairman, 
but we don’t know just what the ultimate payment might be. 

The CirtarrMan. Would you look up the answer to the question, 
and if you can get it, you may have to get it from the State Depart- 
ment or some other source, and supply the answer for the record as to 
whether or not there were certain agreements in connection with the 
expansion of the refinery program in Western Europe, that certain 
types of crude oil had to be used in those refineries ? 

Mr. Wormser. We would certainly be glad to procure that for you, 
sir; and if that information is available, State should have it. 

(The information obtained by the State Department from the Inter- 
national Cooperation Administration is as follows :) 





There were no formal agreements arrived at as to the source of crude oil for 
refineries, built in Europe during the postwar period under the Marshall plan. 

(This information was received by telephone from ICA.) 

The Cratrman. Yes, I think it would be, in view of what has hap- 
pened here and in all that confusion about who is going to supply 
these requirements. 

Mr. Avery. Mr. Chairman. 

The Cuarrman. Mr. Avery. 

Mr. Avery. Mr. Chairman, for the benefit of the new members of 
the committee, would you draw a distinction for us between sterling 
oil and dollar oil? I would like to get the implications there. 
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The Cuarrman. Oil companies which have the United Kingdom 
as a part of them, or operating from the United Kingdom, some of 
them are operating in the Middle East and they operate under their 
sterling economy and therefore use sterling as the exchange, and I 
refer to that as the sterling oil, as against the oil which is produced 
and sold by American companies, which I refer to as dollar oil. 

Mr. Avery. Then, it would not be in the source of supply—rather, 
it would be the country of which that company was a resident that 
would determine whether it would be sterling or dollar oil on the 
market. 

The CHarrman. Primarily Iraq and Iran, and oil coming from 
that area is what I am referring to as sterling oil. 

Mr. Avery. Would it be a geographic distinction or nationality 
distinction ? 

The CuairmMan. It would have to be both. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Avery. Yes. 

The Cuarrman. Yes. 

Mr. O’Hara. Mr. Chairman, I would like to ask the witness if after 
this committee was set up, it got to the point where the committee was 
cooperating, or whether our State Department was directing as to 
what should be done as to the furnishing of oil. 

Mr. Wormser. No, sir. The State Department helped us in devel- 
oping our relationships abroad because, after all, there were two sides 
to this: We were the suppliers and they were the consumers, and in 
the foreign field we left that to the good offices of the State Department. 

The CHamRMAN. Now, in cooperation then with the State Depart- 
ment, and in trying to meet the requirements you determined basically 
the requirements of Western Europe for the fourth quarter would be 
about 3,100,000 barrels a day ? 

Mr. Wormser. Three million two, I believe, is closer to the estimate 
we have, Mr. Chairman. 

The Cuarrman. Three million two? 

Mr. Wormser. Yes. 

The CHarrman. It was on that basis that Western Europe was 
receiving oil at the time of the Suez crisis, which developed Octo- 
ber 29 ¢ 

Mr. Wormser. That is right. 

The Cuarrman. And then did the committee decide, after the Suez 
crisis, what the requirement would be for Western Europe the rest 
of that quarter and the first quarter of 1957 ? 

Mr. Wormser. I think they made an estimate as to how much oil 
plus products reasonably could be expected to flow to Europe in the 
light of the available tanker facilities, and in the light of prospective 
increases in production in the Western Hemisphere. 

The Cuairman. Well, I can understand very well why it was neces- 
sary to make that estimate, but why at the same time didn’t you 
estimate the requirements of Western Europe? 

Mr. Wormser. They did, sir. 

The Coamman. What were they ? 

Mr. Wormser. 3,200,000, but it was obvious it could not be ful- 
filled completely because of the tanker shortage. 

The Cuarrman. Now, with the tanker situation, then, how much 
was it decided to supply Western Europe to meet their needs? 
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Mr. Wormser. Mr. Chairman, according to the preliminary calcu- 
lations and estimates that were made, the committee figured it would 
be fortunate in being able to supply up to 80 percent, 75 or 80 percent 
of the normal requirements of the European economy. 

The CuarrmMan. Well, as a matter of fact, didn’t it decide that they 
would meet up to 75 percent of it ? 

Mr. Wormserr. The estimates looked as if they could do that, yes, 
sir’. 

The Cuatrman. Of course you saw the statement in the press of 
Mr. Rathbone, sueniai of Standard of New Jersey, yesterday, and 
in fact it was all over television last night, in which he said that 80 
percent of the requirement was being met. 

Do you agree with that ¢ 

Mr. Wormser. C urrently ¢ 

The Carman. Yes. 

Mr. Wormser. Yes, sir. I believe the situation has been improvin 
almost daily and that the European position has become very uhioh 
more favorable, thanks to climatic conditions as well as the fact that 
this committee’s operations are functioning so nicely. 

The Cuatrman. Now, that is certainly a different statement than 
the statements being made for the last 2 weeks. 

Will you get your flow chart so the members can see—you do not 
have a big c shart ‘available, I guess, do you? 

Mr. Wormser. We have a reproduction of it, I believe, Mr. Chair- 

man. 

The Cuatrman. Will you explain it, and supply one for each 
member of the committee, Mr. Clerk? 

(Discussion off the record. ) 

The Cuatrman. Now, Mr. Secretary, will you describe that to the 
committee ? 

(Mr. Wormeer read from chart, Pre-Suez Oil Flow Pattern, which 
was inserted by Mr. Stewart and appears facing p. 61.) 

Mr. Wormser. Well, this pre-Suez chart showed the normal flow 
from the Middle East to various destinations, and the numbers 
along the heavy black lines indicate the barrels per day on a thousand- 
barrel-per-day basis. 

This is the normal world flow, forexample. It showed that 1,700,000 
barrels were flow ing through the canal, and 830,000 by pipeline, giv- 
ing a total of 2.5 million, Then, some Car ibbean oil to the tune of 
about 680,000 tb flowed to Europe and West Africa—110,000 
served west Africa and 570,000 served the British Isles and France 
and the countries along the coast. 

Then we have the Caribbean movement to the United States, which 
was 990,000 barrels per day. In addition, 250,000 went to Canada. 

Those are the major movements, Mr. Chairman. 

The CuHatrman. Well, for the purposes of discussion, you have 
from the United States, gulf to the east coast of the United States, 
1,960,000 barrels per day. 

Mr. Wormser. That’s correct. 

The Cuamman. From the Caribbean area to the United States, 
990,000. 

Mr. Wormser. Yes, sir. 

The Cuatrman. 250,000 to Canada. 

Mr. Wormser. Yes. 
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The Cuatrman. And 270,000 to South America, that is origin—— 

Mr. Wormser. That is Venezuelean oil. 

The CuatrmMan. Now, the eastern Mediterranean, 110,000 moved to 
the United States east coast from the pipeline; 30,000 to Canada—— 

Mr. Wormser. Yes. 

The CuHairman. The Persian Gulf, by way of the Suez Canal to the 
east coast of the United States, 140,000. 

Mr. Wormser. Yes, sir. 

The Cuammay. Canada, 50,000; to South America, 80. 

Mr. Wormser. Yes. 

The CuatrmMan. Now then, moving to northwest Europe from the 
United States gulf, 40,000 a day going into northwest Europe. 

Mr. Wormser. Correct. 

The Cuarrman. Ten thousand to the Mediterranean. 

Mr. Wormser. Yes, sir. 

The Cuatrman. And none to west Africa. 

Mr. Wormser. That’s right. 

The Cuatrman. From the Caribbean, you had, 530,000 to Europe, 
40,000 to the Mediterranean, 110,000 to west Africa. 

Mr. Wormser. Yes, sir. 

The Cuatrman. Now, from the eastern Mediterranean pipelines, 
which comes from the Middle East, you had 330,000 moving to Europe, 
350,000 to the Mediterranean, and 10,000 to west Africa. 

Mr. Wormser. Check; yes, sir. 

The CuHatrmMan. Then, from the Persian Gulf area, that is the Mid- 
dle East by way of the Suez, 990,000 ; to Europe— 420,000 to the Medi- 
terranean and 40,000 to west Africa. 

Mr. Wormser. Yes, sir. 

The Cuatrman. Now, there is about 200,000 or 250,000 of produc- 
tion to fill these needs of Europe that comes from Europe itself, West- 
ern Europe. It is that that you do not have shown here on your chart. 

Mr. Wormser. That is indigenous production; I don’t know 
whether 

The Cuatrman. Yes. 

Mr. Wormser. That’s right: it is not moved by tankers, Mr. Chair- 
man. It isavailable right on the Continent itself. 

The Cuatmrman. What is the indigenous production ? 

Mr. Wormser. 196,000 barrels of crude and about 30,000 of liquids 
and synthetics. 

The CuatrmMan. And, of course, that is all still intact. and—— 

Mr. Wormser. Available. 

The Cruarrman. And available for Western Europe economy. 

Mr. Wormser. Yes. 

The Cuarrman. Now that gives you a total of pre-Suez of 3 million 
plus barrels of oil a day. 

Mr. Wormser. 3,200,000, I believe, was our rough estimate. 

The Cuatrman. Now, that being true, let’s take what has happened 
since Suez. 

Mr. Wormser. All right. 

The Cuarrman. Do you havea chart on that? 

Mr. Wormser. Yes, sir. 

Mr. Avery. The last one. 

The CHatmrman. What is the date of this chart? Is it the latest 
figure you have got? 
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Mr. Wormser. It is dated February 11; I presume that is correct. 

The CHammMan. Suppose you explain that, showing what has been 
done by your Middle East Committee under the direction of the 
various agencies explained. 

(Mr. Wormser read from chart, Post-Suez Oil Flow Pattern, which 
was inserted by Mr. Stewart, and appears facing p. 62.) 

Mr. Wormser. Well, from the United States to northwest Europe, 
330,000 barrels; to the Mediterranean from the United States gulf, 
70,00; and west Africa, 10,000; total, 410,000. 

At the same time, to the United States east coast there moved from 
the United.States gulf, 2,140,000, and from the Caribbean to the United 
States east coast, 1,120,000; from the Persian Gulf, via South Africa, 
to the United States, 40,000. Then, to Canada, 10,000 was derived 
from the United States gulf, 240,000 from the Caribbean, and none 
from other sources. 

On the South American east coast, that was supplied by the Car- 
ribean to the tune of 210,000, plus 80,000 from the Persian Gulf. 

Now, northwest Europe—I have already given you the figures for 
the United States gulf to northwest Europe, which was 330. In addi- 
tion, 590,000 barrels were derived from the Caribbean; 130,000 from 
TAP line, which terminates in the eastern Mediterranean ; and 970,000 
from the Persian Gulf via the cape; and apparently 70,000 from 
U.S. S. R. and the satellite countries, probably Rumania. 

To the Mediterranean, 80,000 barrels were drawn from the Car- 
ibbean, 200,000 from TAP line, 150,000 from the gulf, Persian Gulf, 
and 50,000 from the satellite countries. 

That leaves just one more and that is west Africa, and that drew, 
in addition to the 10,000 from the United States gulf already men- 
tioned, 150,00 from the Caribbean, none from TAP line, 5,000 from 
the Persian Gulf, which just about completes or comprises the whole 
movement, sir. 

The Cuarrman. And that isa total of about how much? 

Mr. Wormser. To the areas west of the Suez, the total is 2,850,000 
barrels. 

The CuairMan. Again, that is against an estimated requirement of 
3.200,000, or whatever it was. 

Mr. Wormser. Yes, sir. That would be the first quarter, sir. We 
are looking at the first quarter estimates. 

The Cuatrman. Of 1957. 

Mr. Wormser. 1957. 

The CHarrman. Yes; that is true. 

In other words then, Mr. Stewart testified to the committee on 
Thursday of last week that the requirement for the last quarter, as I 
recall, of 1956, for Western Europe averaged 3,100,000, and it was 
expected to be up by a hundred thousand for the first quarter of this 
year, which would be 3,200,000. 

And, he also testified, which is confirmed here by your figures pre- 
sented, that Western Europe is within 250,000 of meeting that total 
requirement, had there been no Suez. 

Mr. Wormser. Mr. Chairman, I understand there is one factor in 
here which I believe the committee should know about, involving the 
tanker movements, and I will have Mr. Jordan explain it to you, with 
your permission. 

The Cuarrman. I will be glad to have him do that. 
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First, would you agree with the statement that I just made? 

Mr. Wormser. I think there will be a modification of your state- 
ment in the light of what Mr. Jordan wants to contribute to this 
discussion. 

The Carman. Well, the figure that you have just given, ex- 
plained, and the outline of the flow chart are correct; are they not? 

Mr. Wormser. They are the best we have, sir. 

The CHatrmMan. Yes. Now, with that, we will be glad to have the 
explanation on the tanker situation. 

Mr. Jorpan. Well, all the figures that we have just discussed are on 
a shipment basis. For example, the figure from the Persian Gulf 
to the entire area west of Suez for the first quarter is shown at 1,170,000 
barrels a day, and, as you know, that is approximately about a 30- to 
35-day voyage. So, if we make the assumption that these loadings 
are immediately received in Europe, then what you have said is correct. 

I think, in your statement, you indicated that these supplies indi- 
cate an essential balance with the demand, and the only point I am 
making is that this is on a shipment basis and there can be a time lag 
in the actual receipt of these supplies, particularly those going around 
the cape from the Persian Gulf to Europe and the Mediterranean 
area. 

The CHatrman. Now, that is very important. 

Mr. Stewart told us the other day that transportation was not any 
problem in this. 

Mr. Jorpan. The only point I am making is, first, that we are 
talking about the first quarter supplies that are going to this area. 

The CHarrMaNn. Yes. 

Mr. Jorpan. And it is entirely possible that some of these first 
quarter supplies that are loaded will actually be received in the second 
quarter. They might load March the 15th and not be received until 
the middle of April. 

The Cuarmman. Yes. 

Mr. Jorpan. If you see my point. 

The CHarrman. Yes, I see your point; but at the same time, that 
kind of a situation existed with reference to transportation all along, 
did it not? 

Mr. Jordan. Yes, sir. 

The CHarrman. And you had your program worked out where oil 
was in the pipelines, and tankers, and was on the way and that these 
requirements were being met within this figure that you had given, 
250,000, I believe it shows—that 280,000—— 

Mr. Jorpan. If all of the oil is received in the first quarter 
statement is correct. 

The Cuamman. Of course, we are using your own figures and your 
own information. 

Mr. Jorpan. Ours are on a shipment basis. 

The CHarrMan. We assume that it is correct. 

Now, that being true, why all of this great concern that started 
with the publicity January 26, and the statement which started with 
you, Mr. Secretary, for release January 27? What happened to bring 
about this great crisis that you advised the American public about? 

Mr. Wormser. At the time that statement was made, which was 
several weeks ago, Mr. Chairman, after all, may I call attention to 
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the fact that this whole movement has only been underway for 60 
days, roughly, and we were anxious to bring to the attention of every- 
one concerned that our analysis showed that there was an impending 
deficit unless certain things were done to ease the situation. I don’t 
recall thd exact figures that we had at that time, but maybe Mr. 
Jordan can recall what they were, but any rate—— 

The CuarrMan. Here is your own statement: 

The Western Hemisphere is currently shipping 200,000 to 300,000 
barrels a day. Under this, with 500,000 barrels as the target, instead 
of Europe receiving 75 percent of its needs, the original goal, it is get- 
ting about 65 percent. 

Mr. Wormser. That’s the way it looked at that time, sir. 

The CuatrMan. That was just two weeks ago. 

Mr. Wormser. That’s true, but the situation 

The CHarrman. Now, in the light of the information that you 
have just given us here about the program, and how well it’s going, 
could the agency, the Government take the position that this whole 
thing is falling flat, and I think you used the President’s own words, 
he said, “Fall flat on its back,” wasn’t it? 

Mr. Wormser. I believe that is what he said, sir. But at that time 
we were drawing very heavily on our stocks of crude oil on the gulf 
coast. They had been drawn on to the extent that our people thought 
we were reaching a very dangerous level, and that it couldn’t be per- 
mitteed to go much further, from a defense standpoint. 

The CHarrman. But, as you have shown how the program works, 
they are actually getting almost their requirements, had there been 
no Suez. 

Mr. Wormser. It has been improving greatly, sir, in the last 2 
weeks. 

The CrarrmMan. In other words, you could not see, 2 weeks ago, 
that the program underway was going to catch up and relieve this 
situation. 

Mr. Wormser. We were very apprehensive at that time, yes, sir. 

(Correspondence relating to the above matter follows :) 





FEBRUARY 11, 1957. 
Mr. HuGH A. STEWART, 
Director, Office of Oil and Gas, Department of Interior, 
Washington, D. C. 

Dear Mr. STEWART: It is my understanding that our Dr. Stevenson discussed 
with your Mr. Frank Morgan the data underlying the flow map of oil, which you 
presented to the committee last Thursday morning. While I appreciate that you 
indicated you would make available at a subsequent date all of the data as well 
as copies of the charts which you presented, I wish that you would supply us 
With these data underlying this flow map when you return to the committee with 
Secretary Wormser next Thursday morning. 

If these particular data differ from those which were prepared by your office 
under date of January 17, that was used as a foundation for Secretary Wormser’s 
statement of January 27, I should also like the January 17 data. 

In asking for these figures, of course, I am thinking primarily of the flow to 
Western Europe, Mediterranean, north and west Africa, and to the United States 
east coast, so that for our immediate information I think it unnecessary to 
have the details of all of the flow to such places as South America, South Africa, 
ete. I understand that these data will indicate what the normal flow would 
have been for the fourth quarter of 1956 and your projections of the expected 
flow for the first quarter of 1957, 

Sincerely yours, 
OrEN HArris, M. C., Chairman. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF Orn AND GAS, 
Washington, D. C., February 13, 1957. 
Hon. Oren Harkis, 
Chairman, Conunittee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Harris: As requested in your letter of February 11, 1957, the tables 
showing the data upon which the two flow charts were based that I presented 
before your committee on February 7 are enclosed. Each table is accompanied by 
a reproduction of the related chart. 

The data used in Assistant Secretary Wormser’s statement of January 27 
reflected earlier estimates, those of January 14, 1957, of the Middle East Emer- 
gency Committee. These were preliminary estimates and have been subject to 
inevitable review and revision as the worldwide program develops. A copy of 
these estimates is also attached for comparison with the later estimates used in 
the post-Suez chart. 

I trust this information will be helpful. 

Sincerely yours, 
H. A. Stewart, Director. 


Preliminary estimate for the 1st quarter 1957 movements of oil to Europe 


Area of origin 








Area of destination | United | | Eastern Persian | U.S.S.R.! 
States Caribbean | Mediter- Gulf via and 
gulf | |} ranean cape satellites 
(tapline) 
Northwest Europe... ------ be ‘ 210 | 540 110 850 70 
Mediterranean - - -- 110 80 180 100 50 
West Africa.......--.-- ; 20 130 5 50 
Total west of Suez__.--- San aia 340 | 750 295 1, 000 120 


1 380,000 barrels per day from local sources shown on.p. 2 of the Jan. 17, 1957 statement includes 120,000 
barrels per day imports from U.S. S. R. and satellites. 


Source: Middle East Emergency Committee estimate of Jan. 14, 1957. 


The CuarrMan. Well, that is certainly not very farsighted, in my 
opinion. 

Then, on the 27th you issued a plea to the producers to speed the 
flow of fuel to Western Europe. Here is what you said: 

The relationship with Western Europe and the NATO allies— 
the statement said— 


are likely to be seriously undermined unless the economic effect of the oil 
shortage on vital industries are mitigated. The supply of oil to the civilian 
economy of Europe is of major importance to our Armed Forces. 

Now, can you tell us why these statements have been made against 
the industry or domestic program, and the threats, implied threats 
have been made ¢ 

Mr. Wormser. I think it was explained in the statement, sir, at 
that time, based upon the analysis which we made. 

The Cuarrman. Now, on February 2, the headlines “Industry Lag- 
ging on Oil Aid Plea: Weekend Appeal by Felix A. Wormser, Assist- 
ant Secretary of Interior, Urged Increased Production and Reduced 
Refinery Processing To Bolster the Slumping Oil Lift.” 

Mr. Wormser. Yes, sir. The difficulty arose out of the situation in 
Europe which desperately needed crude oil, not gasoline, and it was 
the crude oil deficit which made us very anxious. We had to get 
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more crude oil over there if the European economy wasn’t to suffer. 
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The Coamman. You just have said you were getting within 250,000 
or 280,000 barrels. 

Mr. Wormser. That’s right, now, sir, and that is a total and that 
has also a. heavy gasoline volume in it, I believe. Those are the total 
requirements and it doesn’t necessarily disclose the fuel-oil situation 
and it was the fuel-oil picture which was the serious one. 

The CuatrmaAn. Well now, we were told the other day that 250,000 
was the total requirement which was crude and fuel oil, that the gaso- 
line supplies were even over 100 percent pre-Suez, 103 to 105 percent, 
in fact. 

Mr. Wormser. I am going to ask Mr. Jordan to check that. I wasn’t 
here. I didn’t hear that statement. 

Mr. Jorpan. That is correct. The 250,000-barrel shortfall which 
you have indicated would be the total shortfall and would not neces- 
sarily represent their fuel oil position or their gasoline position, that 
would represent all petroleum combined. 

The Cnarrman. Mr. Stewart told us that they were getting within 
8 percent of their pre-Suez requirements of crude. 

Mr. Jorpan. Of crude? 

The Cuarrman. Or 14 percent of fuel oil. 

Mr. Jorpan. That is correct; that’s the point I am trying to make. 

The Cuarrman. In the light of that, why does the Government 
issue all these statements about the lagging of this program and 
creating such a terriffe crisis? That’s the point we are trying to 
develop, and what we want to know—is there a crisis? 

Mr. Jorpan. I think the 14-percent shortfall on fuel oil could indi- 
cate a crisis, that is the European industrial fuel. 

The Cuatrman. Yes; but that was before rationing started. 

Mr. Jorpan. But that is 

The Cuarrman. And they do have a rationing program in Europe; 
don’t they ? 

Mr. Jorpan. That is correct. 

The CHamman. And this ts all not taking into consideration the 
rationing program of either England or the other Western European 
countries, but what I think everyone would like to know, certainly this 
committee would like to know, is, Do you really have a crisis? 

Mr. Jorpan. We feel that with a 14-percent deficiency in fuel oil, 
industrial fuel—— 

The CHarrman. Of the 100-percent requirement. 

Mr. Jorpan. It is a commodity that is very difficult to ration. 

The CHarrman. We experienced a little of that ourselves during the 
war, and it was not very difficult to ration at my home out there. 

Mr. Jorpan. This is industry fuel, Mr. Harris, boiler fuel or fuel 
that would be burned in competition with coal. It would not take in 
home-heating oil, for example. This is industrial fuel that would be 
used in factories or hospitals or big installations, similar to those. 

The Cuatrman. Well, on February 2 when these statements were 
being made, and all of the implied threats that were going out, your 
Mr. Stewart issued this statement: 





A 250,000-barrel-a-day increase in Texas’ output would help tremendously, but 
informal talks with the Texas Railroad Commissioners, who set output levels, 
disclosed that they are still not disposed to increase production. 

Now, was that the reason that these statements were being made at 
that time, when you knew 250,000 barrels was all we needed ? 
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Mr. Jorpan. The 250,000 barrels that you mentioned assumed a 
maintenance of exports from the United States, and according to our 
calculations, the way stocks are being pulled down, particularly crude 
oil stocks, we won't be able to maintain that export rate without in- 
creased production. 

The Cuarrman. “In little noticed testimony last week Stewart said 
the lift was far above its target, supplying 92 percent of Europe’s pre- 
Suez expanded demands.” 

Mr. Jorpan. That is the total lift, rather than just the United States 
portion. 

The Cuamman. Yes; that’s right. You just do not have any expla- 
nation of this claimed great lagging of the oil lift and the crisis that 
exists and the warnings which President Eisenhower threw out the 
other day, to take Federal action if required, to assure Western Euro- 
pean oil supply. That was February 7, just a week ago. 

Can you give any explanation why all of these threats are being 
thrown out when you are that close to meeting it? 

Mr. Wormser. It is still a serious fuel-oil shortage, from all the 
information we have in our Department, Mr. Chairman: it is still 
serious enough to warrant emergency action. 

The Cuarrman. Well, even from the Economist, which is a London 
publication, under date of February 2, here is what they say : 

Consumption of fuel oil by the steel industry has already been cut by 15, on 
their own. In other industries there has heen a 10-percent reduction. Central 
heating has taken a 25-percent cut and the central electricity anthority has 
reduced its relatively small fuel consumption to about 80 percent. 

Mr. Wormser. It did indicate that; yes, sir. 

The Cuairman. It indicates what they have done in order to meet 
their own problems, and yet, it’s a lot more than the 14 percent that 
you refer to. Still you are throwing out these great perils all over, 
making the people of this country feel that there is a tremendous 
problem. We want to know—Why? 

Mr. Wormser. Well, as I have indicated before, Mr. Chairman, it 
is a Serious crisis. 

The Cuatrman. Even though they are getting this close to their 
total requirements, even pre-Suez ? 

Mr. Wormser. Well, what assurance have we that it won’t slip 
back? We have got to carry it on until we are sure that the European 
economy is not going to suffer, and our NATO 

The CHamman. Have you ever asked any regulatory commission 
of any State to increase its production to meet any effects of the 
shortage ? 

Mr. Wormser. No, sir. 

The Cuamrman. Why haven’t you, even informally, asked them to 
do it, if you have had such a problem here, creating such a crisis? 

Mr. Wormser. Well, we have left it to their own individual decision, 
Mr. Chairman. We recognize that they have certain responsibilities, 
just as we have, and we are hoping that they are supplied with all the 
information possible to make a decision, and we have felt that—well. 
it’s just not our business to interfere with their own activities. 

The Cuarrman. Even though there is a national crisis a ffecting our 
national security, as you have said # 

Mr. Wormser. Yes, sir. 
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The Cuairman. A national crisis affecting our national security 
and you do not feel that it is your responsibility, or your Department's 
or the Government’s responsibility to suggest to those that there be 
just a slight increase to meet that crisis ? 

Mr. Wormser. Well, presumably they have information that would 
acquaint them with the picture, domestically, and 

The CHatrman. Mr. Secretary, you are charged with the respon- 
sibility in your office there, when there is a national emergency, to 
take affirmative action, are you not? 

Mr. Wormser. Yes, sir. 

The Cuarmman. And you say that a national emergency existed, 
made the statement that it was a national emergency, there is a crisis, 
the program is lagging. Now you tell us that you did not think it was 
your business, meeting your responsibilities, to suggest. to any State 
commission that a few thousand barrels increased production would 
meet that program ¢ 

Mr. Wormser. I am not so sure it would have been welcome, to have 
made the suggestion ; because of the divided sovereignty. 

The Cuarrman. At the expense of becoming a little unpopular with 
some of these State groups, and to meet a national emergency, don’t 
you think it would have been appropriate for you to have suggested 
to some of them 

Mr. Wormser. I have been in hopes right along that we could 
establish mutual satisfactory means of cooperation, sir. 

The Cuamman. Well, I think you could have. I think you could 








have, and there is a lot of other people who, I believe, feel the same 


way about it. 

Mr. Wormser. I am glad to hear about that. That is exactly how I 
feel about it. 

The Cuarrman. The finger has already pointed at the State regula- 
tory agencies. As a result, there has been no action to meet this great 
crisis, which you can’t explain, certainly to my satisfaction you haven’t 
explained it, and I think already a lot of people are asking the same 
questions. 3 

May I ask you if price had anything to do with this? 

Mr. Wormser. Price? 

The Cuarrman. Yes. 

Mr. Wormser. We have no authority on prices, sir. 

The Cuarrman. Do you have any information on price? 

Mr. Wormser. No, sir. 

The CuHarrman. Were not you advised in September, when this com- 
mittee was meeting, that a crisis in the Suez would inevitably bring on 
an increased price in oil and oil products? 

Mr. Wormser. It was bound to have serious repercussions in mar- 
kets all over the world. 

The Cuarrman. Were you not advised by members of this committee 
to that effect ? 

Mr. Wormserr. Yes, sir. 

The Cuarrman. You were in attendance at that meeting, the State 
Department had representatives there, the Attorney General’s Office, 
and Justice, and the others that were told in September that there 
would be an increase in the price of crude oil if there was a Suez crisis, 
such as has developed. 


S9685—57 10 
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Mr. Wormser. As I recall, those statements referred largely to the 
foreign situation, not to the domestic situation, the European mar- 
kets, not the domestic markets. 

The Cuamman. Don’t you know enough about the oil business, that 
if it breaks out in one place, it’s going to be followed in others? 

Mr. Wormser. It probably would, because it is an international 
market, yes, sir. 

The Cuarrman. And you, having that information, took no steps 
whatsoever to thwart it or prevent it from happening? 

Mr. Wormser. We have no authority under law to act, sir, unless 
directed by Congress. I don’t see how we can act. We have no price 
control powers. 

The CuatrmMan. Don’t you think a good strong statement at that 
time to these companies probably would have had some bearing on it? 

Mr. Wormser. I didn’t get that, sir. 

The CHamman. Don’t you think a good strong statement at that 
time, when you were advised what was going to result, would have had 
a tremendous effect on these companies imposing the increase in crude 
prices, as they did, using the Suez crisis as the reason for it and justifi- 
cation for it? 

Mr. Wormser. I don’t know, sir, frankly what that statement, what 
the effect would have been of a statement such as you spoke of. 

The Cuamman. In my humble opinion, if the Government at that 
time had clamped down and said to them, “Don’t do it, don’t use this 
crisis as your justification for it,” in my opinion you would not have 
had the price increase that we are experiencing in the country today. 

Now, furthermore—where was the decision made which prevented 
people who have some information about this from making any com- 
ment about it ? 

Mr. Wormser. I don’t know what you are referring to, sir. 

The Cuatrman. Mr. Stewart told us the other day, when Mr. Wol- 
verton, our colleague who cannot be here this morning, tried to press 
him for some information on this situation, Mr. Stewart said he 
couldn’t comment on it because he had been advised by you not to 
comment on it and that you had been advised by Secretary Seaton not 
to comment on it. 

Mr. Wormser. I am sorry Mr. Stewart is not here, himself, to 
answer that sir, because I heard about this from Mr. Stewart. He was 
sorry he made that statement because it simply is not true. There 
has been no muzzling of Mr. Stewart by either Mr. Seaton or myself. 

The Cuarrman. We will just read from Mr. Stewart’s own words. 
Personally, I do not like, and I know there is not a member of this 
committee that likes to reflect any discredit on anybody. I want you 
to know, Mr. Secretary, we have the highest regard for you and your 
responsibilities. Likewise, we have.a very high regard for Mr. Stew- 
art, who has been before this committe time after time over a long 
period of years. We have always found him to be a very outstanding, 
honorable man. He has always been very fair to us in presenting the 
facts when this committee would ask him about them. 

Mr. Wolverton made the statement, in the examination of Mr. 
Stewart at that time—Mr. Wolverton said: 


Who makes that kind of a policy? Does it come from a division, a bureau, 
or a department, or from what source does it come? 
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Mr. Stewart. I cannot tell you from what source that came because I do not 
ow, But I was told that that was the position that we should take. I was 
told that by Secretary Wormser and by Secretary Seaton, who are my superiors. 


Mr. Sprtncer. Mr. Chairman, in fairness, you should read back and 
tell what his policy was, because that does not state it. I do not believe 
that states the implication of what you said, unless you should read 
what he was told, and what he was asked that he would not comment 
on, whether there would or should be an increase in gasoline. 

The CHarrman. Yes, we can go back. The whole matter refers to 

rice. 

Mr. Sprincer. I don’t believe that it left that impression, either 
Mr. we ormser or Mr. Stewart, the way it is put, without stating the 
full—— 

The Cuairman. I will be glad to go back to it. 

Mr. Sprincer. My understanding was not the same. I will stand to 
be corrected by the record. My understanding was not the same as 
that which you have stated. 

Mr. Hae. Mr. Chairman, I didn’t get that implication from Mr. 
Stewart’s testimony. 

The Cuarrman. Let’s go back and read this, then. 


Mr. Wotvertron. I come from a district where the consumer problem takes pre- 
cedence over everything else. And if you could see the letters that come over my 
desk in a day and read the news contents that some of our local papers have, you 
would understand why I am asking this question. 

Is it unreasonable for me to ask the question? 

Mr. Svewarr. It is not at all unreasonable, Mr. Wolverton, for you to ask the 
question. 

Mr. Wo tvertTon. Is it unreasonable for me to ask it of a Government official? 

Mr. Stewart. Not at all. 

Mr. Wo.tvertTon. Is it reasonable then for a Government official to say that the 
policy is not to make any answer—that it is their policy? 

Mr. Stewart. The decision that was made, and under which I am forced to 
operate, is that we cannot express an opinion on what factors enter into a price 
change in oil in this country, Mr. Wolverton. 

Mr. WoLverton. Do you know what factors enter into the price without enter- 
ing into whether it is a justification or not? In other words, what elements 
would enter into it? 

Mr. Stewart. I know that the costs of finding and producing crude oil in this 
country have gone up very greatly over the past several years. I know that a 
crude-oil price raise was made in June of 1953 and there has been no crude 
price raise since until January 3 of this year, Those are facts with which I am 
acquainted. Now—— 

The CHAIRMAN. Will you yield to me for one question? 

Mr. WorLverton. Yes. 

The CHAIRMAN. Had there been no Middle East crisis, are you willing to ex- 
press an opinion whether or not there would have been an increase in crude 
prices in this country? 

Mr. Stewart. I could not express an opinion on that, Mr. Harris, because I 
simply don’t know. But I have had the personal feeling that a crude price rise 
to the producers in this country was long overdue. 

The CHAIRMAN. That is O. K. 

Mr. Stewart. That goes back to my days as a producer. 

Mr. Wo tvertTon. You had no hesitation whatever in answering that question, 
did you? 

Now, the policy that you speak of that prevents you from answering my ques- 
tion is one that you say you are bound by and cannot answer my question. 

What is the difference, or what creates a difference in a policy that permits you 
to express the opinion that a price cost is long overdue, and you cannot answer 
my question as to whether the present Middle East situation is in any sense 
responsible for the increase to our consumers? 

Mr. Stewart. Your inquiry, Mr. Wolverton, is entirely in order. But I will 
have to admit that I am a completely incompetent witness to answer that. And 
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I think that your committee can get from industry a much better answer than I 
can give you. 

Mr. WoLvertTon. Do you mean to infer that in a case like this that the com- 
mittee must depend upon industry’s answers rather than upon Government 
officials? 

Mr. Stewart. The industry knows exactly why they do certain things and I 
can only infer. And I have no way of knowing what all factors the industry 
takes into consideration when they either raise or lower prices. 

Mr. Wotverton. Well, the further we go the more astounded I am, because of 
the fact that you said it is a policy. Who determines that policy? 

Mr. Stewart. Mr. Wolverton, I think that you will understand why I say 
policy. If we in Government undertake to explain price rises or price reductions, 
any explanation that we make will be assumed to be a justification one way or 
the other. And inasmuch as the matter of prices is completely in the hands of the 
industry, we believe that industry is the proper source of testimony as to why 
these things happen. 

Mr. WoLveRTON. You do not think then that the committee could make a wrong 
inference from information that the industry would give, but we might make a 
wrong inference from any information that a Government official would give, is 
that right? 

Mr. Stewart. The committee might not make the wrong inference. And know- 
ing this committee, I do not think they would. But the testimony given here 
and the comments given here receive wide publicity and many inferences are 
drawn and in many places. And some of them are justified and some are not. 

Mr. WOoLverTon. Maybe an examination of the information that you would 
give—maybe upon examination we would draw the same inference that you 
would or we might draw a different inference. What I am objecting to is that we 
eannot have the benefit of the experience and the knowledge of Government 
officials such as yourself who come to us so highly recognized and one whom we 
recognize as an outstanding man, that we cannot have the benefit of your judg- 
ment.. lamalayman. I am not in the oil industry. I only know of it as it comes 
before this committee. And over a period of years. 

And I am asking the question from a source that I think I would be entitled 
to have an answer from. And when I have received your answer or the Govern- 
ment answer, I then in fairness would have the industry likewise give their 
information. Then we make up our minds. It might be right, it might be wrong, 
but we base it on all of the information that is available. That should not be 
confined to just the industry. 

If we are going to do that in this instance, we might just as well repeal and 
eliminate the ICC and all of these other regulatory bodies and just have industry 
tell us what it ought to be. 

I don’t think that whoever made that policy that you are bound by realized 
as fully as they should their responsibility to the public. 

Who makes that kind of a policy? Does that come from a division, a bureau, or 
a department or from what source does it come? 

Mr. Stewart. I cannot tell you from what source that came because I do not 
know. But I was told that that was the position that we should take. I was 
told that by Secretary Wormser and by Secretary Seaton, who are my superiors. 


Now, if you can get any other interpretations of it, I would like to 
have it explained for the record here. This is the way I understand it. 

Mr. Sprincer. I think that you are certainly entitled to ask the 
question. If I don’t get the same inference from all the testimony 
taken here, I don’t think that should be questioned, but that is per- 
fectly all right. 

The CuHarrman. Well, I’m glad, Mr. Wormser, to have you state- 
ment here. With all due deference to you and to Mr. Stewart, what 
we want are just the fact, just the facts. ; 

Mr. Wormser. We are here—— 

The CrHarrman. And certainly it is an important question as to 
whether or not there is a policy in government that the Government 
officials who are acquainted with these matters are not permitted to 
make comments about the pricing situation. 
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Now, if you care to give any further statement for the record on it, 
why, with that background here, that’s the reason I brought it up, 
for our clarification purposes. 

Mr. Wormser. Mr. Chairman, we are simply delighted to give you 
every information that we possibly have, to be of the utmost assist- 
ance to you, and I think that this discussion that took place between 
Mr. Wolverton and Mr. Stewart, which seemed to be quite involved 
as I tried to listen to it and get the thread of it, I frankly don’t know 
what the policy Mr. Wolverton was referring to, but my thought goes 
back to the fact that Mr. Stewart participated in a press conference 
that the Secretary gave some weeks ago, in which he was interrogated 
by some newspapermen as to his reaction to the price increase, and 
I pointed out that the Interior Department had nothing to do with 
the prices, and I daresay that Mr. Stewart took his cue from that, but 
I'm not certain. I’d rather have Mr. Stewart state that for himself. 

At any rate, I do know, Mr. Chairman, there has been no desire on 
the part of Mr. Seaton or myself to muzzle, using a strong word, or 
to make a statement that would imply that we are just guiding his 
answers to you. 

The Cuarman. Well, are you in a position to express an opinion 
as to whether or not the Middle East crisis has affected prices? 

Mr. Wormser. I think the Middle East crisis has affected the oil 
market all over the world, it is inescapable. 

Mr. Heseton. I did not hear that. 

Mr. Wormser. I say the Middle East crisis has affected the oil 
market all over the world. 

The Cuairman. Again, are you willing to comment on whether or 
not the Middle East crisis was a result of the raise of 35 cents a barrel 
in gulf coast prices? 

Mr. Wormser. Mr. Chairman, I wouldn’t be able to answer that 
unless I specifically looked into the situation with reference to the 
supply and demand facing the company that made it, and what the 
overall situation was, and I have no knowledge of that, sir. 

The Cuarrman. Personally, from the information that I have about 
everything else rising, and when I say that, I mean everything, labor, 
materials, costs of all kinds, if the industry had put it on the basis of 
justification of increased costs, it would have been one thing; but it is 
another thing to announce that this is a result of the Middle East crisis 
which has brought on a national emergency, even in our own country. 
I think that is one thing that has caused a great deal of feeling in the 
minds of a lot of people, and the Government or industry, should 
clarify that original announcement for our benefit. 

Now, in this flowgram to Western Europe, just one other line of 
thought for just a moment, who pays for this oil that goes to Western 
Europe? 

Mr. Wormser. Why, those are all individual transactions, Mr. 
Chairman, and they are settled privately. I presume they are settled 
by the private importers or possibly even government, but I do not 
know the exact terms and conditions under which all those transac- 
tions are consummated. It is all done privately. 

The Cuatrman. Were you asked for any advice or comment on the 
half-a-billion-dollar loan by the Export-Import Bank for that pur- 
pose ¢ 
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Mr. Wormser. No, sir. 

The Carman. Did you know about it ? 

Mr. Wormser. Not until it was announced. 

The Cuamrman. Do you know what it was for, after they announced 
it? 

Mr. Wormser. No, sir, except to help the British economy, the 
British sterling position, I gathered that from the announcement that 
was made in the press. 

The Cuatrman. You were present when this matter was discussed 
at the NPC meeting in December. 

Mr. Wormser. What matter do you refer to, Mr. Chairman ? 

The Cuatrman. The matter about the loan for the payment of oil 
and other things. 

Mr. Wormser. Iam not aware of that, sir, lam sorry. 

The Cuatrman. You did not hear Secretary Hoover's statement 
on December 14 ? 

Mr. Wormser. At the NPC meeting? 

The CHareman. Yes. 

Mr. Wormser. I thought you said MEEC. 

The Cuatrman. No, NPC meeting. 

Mr. Wormser. I recall his mentioning it, frankly I don’t recall the 
exact language he used. AsTI recall, he w as just looking into the whole 
Middle Eastern crisis, the various aspects of it, the proble ms that it 
meant for the United States, but I would have to refresh my memory 
to see what it said, Mr. Chairman. 

The CuHarrman. You would not know then, and certainly I don’t 
want to ask you anything, or ask you to comment on anything out of 
your range at all, you would not know whether or not the half-a-billion- 
dollar loan was made to the British economy, whether that included 
the intent or provision for the oil that was going to Western Europe, 
to take up their slack. 

Mr. Wormser. I have no knowledge whatsoever, Mr. Chairman, 
about that implication or any aspect of it. 

The CuHatrman. Well, I will say to my colleagues that I apologize 
for taking all of the time this morning. We have documented all of 
this, and I thought a good approach to this matter would help every- 
body develop, as much as we humanly could, the full facts. 

Now, could I ask any member of the committee if they have any 
questions in mind that I did not get into? 

Mr. Sprincer. Mr. Chairman, I have several questions, but I will 
just take my turn, though. 

Mr. Youncer. Are you going to meet this afternoon ? 

The Cuarmman. I had thought so, but it may not be necessary, un- 
less there are lots of other questions. 

We might start with Mr. Younger, let him ask his questions first. 

Mr. Youncer. I wanted to get into the record something which was 
not clear to me at the time. 

When this emergency was originally contemplated, was there an ap- 
peal from any European country for the setting up of the MEEC? 

Mr. Wormser. None that I know of, Mr. Younger, but it may be that 
the State Department had some conversations abroad, but I would 

respectfully refer you to, sir, to the State Department if you want to 
pursue that a bit further. 
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Mr. Youncer. As far as you know, it was merely a voluntary or- 
ganization set up by the United States without any appeal or any re- 
quest from a European country ? 

Mr. Wormser. Precisely, and for our own security. 

Mr. Youncer. Now, when you announced there was a crisis, this 
was in February, I have seeen nothing in the paper or in the news dis- 
patches about any appeal from a European country, that there was 
any crisis in regard to oil over there. 

Mr. Wormser. Well, I am quite sure that the foreign periodicals, 
newspapers and magazines, were just full of it. Again, the State De- 
partment can give you further information on that, if you are in- 
terested in that. 

Mr. Youncer. To your knowledge, when you made this announce- 
ment that this was a crisis, you had no knowledge of any appeal from 
any European country substantiating that? 

Mr. Wormser. This is based entirely on our own analysis, but may 
I say this: All the departments participated in the deliberations which 
led up to this announcement of ours, and State was party to it, De- 
fense was party to it, ODM, and so forth, so that if there were any 
European factors like that in the analysis made, or as it finally ap- 
peared, and State had any information about that, I would again refer 
you to them to see if there was anything that animated them in going 
along with us. 

Mr. Youncer. But there was nothing in the conferences that came 
out to that effect ? 

Mr. Wormser. Nothing in the conferences; no, sir. 

Mr. Youncer. Again, your announcement came out as a result of the 
diminishing reserves in this country ? 

Mr. Wormser. Diminishing stocks, you might say. 

Mr. YounGeEr. peg 

Mr. Wormser. That’s right; yes, sir. We are quite anxious about 
this. 

The CHatrman. Mr. Springer. 

Mr. Sertncer. Mr. Wormser, I want to see if I can put this in a 
bundle in about 3 or 4 minutes here and find out what the real prob- 
lem is. 

Now, the other day I think Mr. Stewart was here, and I had one 
theory of approach to this thing, but it seems to me in view of some of 
the statistics I have obtained in the meantime, in our deliberations, 
that my views have been somewhat modified so far as the critical angle 
is concerned, but still we have got a real problem. 

When you started this program in concert with all these European 
countries your target was 75 to 80 percent, is that true? 

Mr. Wormser. I don’t know whether the term “target,” Mr. 
Springer, is appropriate, but it seemed in the light of all available evi- 
dence that that was all we could hope to do. 

Mr. Sprincer. You figured that was the best you could do. 

Mr. Wormser. That was the best we could do, Europe would still 
have to suffer, as to gasoline and crude oil. 

Mr. Sprincer. You didn’t intend your ultimate target to be always 
75 or 80 percent? 

Mr. Wormser. No, sir. 
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Mr. Serincer. Do you have any idea how long this target was going 
to be 7 5 or 80 percent, I mean 2 months or 3 months or 6 months or a 
year? 

Mr. WormsEr. That was a short-term look, 30 days, 60 days, or 90 
days, essentially a short-term picture. We knew it would change from 
week to week. 

Mr. Sprincer. Now, your ultimate goal, I think, was to supply nor- 
mal 100 percent, without taking away the normal 100 percent needs 
from this country. 

Mr. Wormser. Besides, we were conscious of the fact that we might 
create shortages here, and we were specifically setting up as one of 
our criteria that we didn’t want to create shortages here. 

Mr. Sprincer. Now, that date that you set that target was approxi- 
mately November 1, is that right, the date you began to set. the target ? 

Mr. Wormsrr. I think it was even earlier than that, Mr. Springer, 
as I recall. 

Mr. Sprincer. Now, the target, the gap between the 2 targets of 

75 percent and 100 percent has narrowed each week and each “month 
that your program has been in effect ? 

Mr. Wormsrr. Precisely. 

Mr. Sprincer. So that today you are approximately, if I take these 
figures to be right, and Mr. Stewart’s testimony to be right, you are 
within an overall 8 percent of reaching normal needs in Western 
Europe. 

Mr. Wormser. It is rather difficult to give you a specific answer to 
that because the statistics fluctuate quite ‘sharply from week to week, 
and I think you have got to have a range in there. 

Mr. Sprincer. Well, we will take a projected range ahead of 200,- 
000 to 250,000 barrels a day, that is your projection, isn’t it ? 

Mr. Wormser. Well, that is part of the 8 percent. 

Mr. Sprincer. You figure that at least at the present rate of pro- 
duction, worldwide, taking the whole apple that there is available 
to supply Western Europe that 92 percent is the best that you can 
hope to do unless there are more increased production, is that in 
essence right? 

Mr. Wormser. And it also depends on the weather, I should say. 
So far, Europe has been fortunate in the type of w inter they have had. 

Mr. Sprtncer. That is your estimate, that you are within 8 percent 
of about normal? 

Mr. oe Between 8 and 10, I think would be fair. 

Mr. Sprincer. Now, you do have, however, a critical breakdown in 
certain types of fuel oil, namely, that which goes to heavy industry 
and to large institutions; am I correct ? 

Mr. Wormser. Fuel oil. 

Mr. Sprincer. Fuel oil and that is approximately 14 percent short, 
am I right? 

Mr. Wormser. Correct. 

Mr. Sprincer. Now, it really is in that one field alone that there is 
any great shortage, isn’t it ? 

Mr. Wormser. Prec isely, 

Mr. Sprincer. If you didn’t have that problem, there wouldn’t be 
any great problem, w ould there ? 

Mr. Wormser. That’s correct. 
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Mr. Sprincer. Now, your problem, as I see it, is to meet, that 14 per- 
cent in which you say there is a real crisis that you think is critical, 
and I am inclined to believe that if you take that as the percentage, 
that is 1 out of 6, 1 out of every 6 factories that would have to shut 
down if you continue on this basis, take either that or cut production 
back by 16 percent which Europe cannot afford to do, their economy 
can’t stand for that kind of a slackening off. 

Now, isn’t the problem 2 things, as I see it: First, you do have the 
250, 000- barrel-a-day shortage, that is one; there is no way to evade 
that. 

Mr. Wormser. That is a fair appraisal. 

Mr. Sprincer. There just isn’t any way that you can get 250,000 
more barrels a day unless you have more production somewhere ? 

Mr. Wormser. More supplies some place. 

Mr. Sprincer. Now, it was the consensus, I believe, and I want to 
state this fairly, the other day that Mr. Stewart’s testimony was that 
there was no other source available in the entire world where this 
could be obtained except from our domestic supply here in the United 
States; is that a fair statement? 

Mr. Wormser. Well, I am hesitating on your use of the word 
“available”, Mr. Springer. Of course, there is available supply in the 
Middle East, but you can’t move some of it, of course, because of the 
damaged pipelines. 

Mr. Sprincer. In other words, you use the words economic or eco- 
nomic efficiency, and I think it was said that down in the Caribbean 
area, up to 25 percent was the maximum they could do under economic 
conditions. 

Mr. Wormser. Yes. 

Mr. Sprincer. With that qualification, there is no other place we 

an get this, except the domestic production in this country; am I 
stating that as a fair statement? 

Mr. Wormser. That is a fair statement. 

Mr. Springer. Now, is not the second problem this, and I didn’t 
get a clear understanding from Mr. Stewart the other day, but while 
you take the refined products of crude oil, you can either come out 
with a lot of gasoline, come out with a lot of distillates, or come out 
with a lot of fuel oil; is that correct? 

Mr. Wormser. That is correct, there is flexibility there. 

Mr. Springer. Now, one of the real problems here was the break- 
down that you were going to get from machinery that. you had avail- 
able in this country for refining crude oil, isn’t that true ? 

Mr. Wormser. You mean breakdown in refiner vy machinery ¢ 

Mr. Sprincer. No, breakdown in the oil constituents that you get 
from crude. Wasn’t that a problem that you had, because of the 
machinery that you have for taking these products out? 

Mr. Wormser. Well, perhaps you are referring to the fact. that we 
produce more gasoline in this country per barrel of crude than they do 
in Europe, it’s about twice as much. 

Mr. Sprincer. He raised this question and I think it is sort of a 
fair one, that unless you turned your machines around and did some- 
thing that was not economic ally feasible, they could not produce the 
amount of fuel oil that was necessary to send to Europe. so therefore 
the only thing economically feasible was to send the crude over there 
and allow them to do this breakdown process there. 
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Mr. Wormser. That’s correct. 

Mr. Sprincer. Is that correct ? 

Mr. Wormser. That’s correct. 

Mr. Sprincer. So it amounts to two things: A shortage of supply; 
and, second, of the way in which you br ‘eak down the constituent 
parts of crude oil. 

Mr. Wormser. Yes. 

Mr. Sprincer. Those are you two real problems? 

Mr. Wormser. Yes. 

Mr. Sprincer. Now, I will say in justification to what Mr. Harris 

said a minute ago, that after hearing this testimony, and outside of 
this one proposition that you are 14 percent short on fuel oil, for the 
factories and large institutions, our program is going pretty good, 
isn’t it ? 

Mr. Wormser. Yes, sir, especially in the last few weeks. 

Mr. Sprrncer. All right. Now, I want to come back to this again, 
because I think this is the crux of the problem: Is there any other 
way that we can meet this problem of supplying Western Europe with 
oil at a normal supply in this critical field without that additional 
250,000 barrels? 

Mr. Wormser. I don’t know of any, Mr. Springer. 

Mr. Sprincer. You don’t know of any way ? 

Mr. Wormser. No. 

Mr. Sprincer. I want to come to a question here again, a question 
about cooperation: Was it your feeling from what you said a minute 
ago, and I only gained this by inference, that you had the feeling that 
your interv ention or, so to speak, talking to the regulatory bodies in 
the States which produce might not be welcome; ‘did you mean by 
that, that you felt that on account of sov ereignty of the two things 
that your trying to request them would be more than a request, that ‘it 
might be—— 

Mr. Wormser. That’s right, it might be putting pressure on them, 
and I certainly don’t want to put pressure on any regulatory com- 
mission. 

Mr. Sprincer. Now, you realize that this is a critical situation in 
view of the statements which have been issued, from you and the 
White House? 

Mr. Wormser. Yes, sir. 

Mr. Sprincer. Any one of them, as I understand, and I got out my 
clippings just this morning, said something about, we had to do 
better in talking with them inform: lly, rather ‘than m: aking statements 
in the press. 

Do you feel that in view of that, that you still would not be willing 
to, and I am trying to be serious, Mr. Wormser, and not facetious. 

Mr. Wormser. I would welcome the close cooperation of the com- 
missions. 

Mr. Sprincer. You don’t feel that we are in position to call up 
and say to Mr. Thompson, for instance, “We have had some misunder- 
standing about this, can’t we get this straightened out? We don’t 
see any possibility of solving this problem unless we have 250,000 
more barrels a day ? 

Mr. Wormser. Mr. Springer, I would like to confer with ODM on 
that particular thing. 

The CHatrrmMan. Will the gentleman yield ? 
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Mr. Sprincer. Yes. 

The Cuarrman. I might as well make the announcement now. Gen- 
eral Thompson will be before the committee in the morning at 10 
o'clock. We are going to ask the question, and you are welcome to 
come back for any new suggestion you might have that we can pro- 
pound to General Thompson. 

Mr. Sprincer. I would say, Mr. Wormser, it would be well for some- 
body to be here from your group to hear what General Thompson 
will have to say, because as I understand it, and I may be mistaken, 
because if there is a real need, General Thompson, and as I understand 
it, the head of this conservation group in Louisiana is not averse to 

making that oil available, if it can be shown that it is really needed. 

Then, the other gentleman—— 

Mr. Rocrrs. Will you restate that ? 

The Cuarraan. We will develop that in the morning. 

Mr. Sprrncer. All right. 

Mr. Rocers. I think we can get it authoritatively. 

Mr. Sprincer. I have just a few more questions here. I want to be 
sure that I understand and now I am directing these questions, not 
to you, but tothe gentleman over on your left. 

Mr. Wormser. Mr. Wright. 

Mr. Sprincer. You are legal adviser, are you, to this section of the 
Department of the ap pon ¢ 

_Mr. Wrient. Well, I suppose I am on this particular problem, Mr. 
Spr inger, because I was assigned to defense problems during the Ko- 
rean conflict, and I had some familiar ity with the voluntary agreement 
at that time. 

Mr. Sprincer. Now, is this same law in effect now with reference to 
the waiving of the antitrust provisions that was in effect during the 
Korean War? 

Mr. Wricur. Well, that section has been amended, it was amended 
in 1955. 

Mr. Sprincer. What was the substantial amendment ? 

Mr. Wricur. As I recall, there were two principal amendments: 
One amendment restricted the type of voluntary agreement that could 
be made after the date of the 1955 amendment. 

Mr. Sprtncer. Restricted to what ? 

Mr. Wricnr. Voluntary 4 Pe on relating to equipment and simi- 
lar things for the military, I believe “voluntary agreements or pro- 
grams relating solely to Es exchange between actual or prospective 
contractors of technical or other information, production techniques 
and patents or patent rights relating to equipment used primarily by 
or for the military.” 

Mr. Srrincer. If that is true, then how do you waive the antitrust 
provision by voluntary agreement now ? 

Mr. Wrieur. I said, or, I meant to say, that the amendment 
restricted the type of voluntary agreement that might be made in the 
future, it saved the voluntary agreement then existing, or agreements 
of which this particular voluntary agreement relating to petroleum 
supply was one. 

Mr. Sprincer. Now, does this voluntary agreement include the so- 

called ground ruies that were laid down in the early part of 1954 by 
the Attorney General as to how the antitrust provisions could be 
waived and under what conditions? 
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Mr. Wricur. I am not sure I know what you refer to. 

Mr. Sprincer. You recall there were antitrust suits on file by 
Mr. Brownell, when he was in office. 

Mr. Wricur. Yes. 

Mr. Sprincer. Against practically all the American companies 
operating in the Near East, do you recall that? 

Mr. Wricut. Are you thinking of the cartel suit? 

Mr. Sprincer. Yes. 

Mr. Wricut. I am just vaguely familiar with that. 

Mr. Srrrncer. Now, our committee went, Mr. Wolverton and I and 
Mr. Hoffman, in November 1953, we were in Dhahran and went over 
this whole problem. When we came back, Mr. Brownell laid down 
certain ground rules for the operation of the antitrust divisions, under 
what conditions that could be done, are you familiar with that? 

Mr. Wrieur. I think perhaps you may have reference to the amend- 
ments that were made to the voluntary agreement on May 8, 1956. 

Mr. Sprrncer. That’s correct. 

Mr. Wricur. Yes. 

Mr. Sprincer. You are familiar with those, are you? 

Mr. Wricut. Yes. 

Mr. Springer. Now, just one further question: What do you mean 
when you say voluntary agreement ? 

Mr. Wricur. Section 708 of the Defense Production Act of 1950 
provides for voluntary agreements which, when approved by the 
appropriate official (the officer who actually is exercising the authority 
is the Director of the Office of Defense Mobilization), when approved 
by that officer and when requested to participate or take action under 
a voluntary agreement made and approved by the Attorney General, 
confer immunities insofar as the actions taken are pursuant to the 
request made. The voluntary agreement relating to foreign petroleum 
supply, under which the plan of action now in operation was issued, 
is a voluntary agreement concluded pursuant to section 708 of the 
Defense Production Act. 

Mr. Sprincer. When was that agreement entered into, the approxi- 
mate date? 

Mr. Wrieut. May 1, 1953. It was amended on April 15, 1954. At 
that time, as I recall, PAD, the Petroleum Administration for De- 
fense, was abolished and they made some technical amendment at that 
time, and it was later amended on May 8, 1956—the amendment to 
which I think you refer. 

Mr. Sprrncer. And during all of this time these companies have 
been operating under this voluntary agreement under jurisdiction of 
the Attorney General; am I correct ? 

Mr. Wricur. Not with the name Middle East Emergency Commit- 
tee. There was a Foreign Petroleum Supply Committee, and I believe 
that the companies on the Foreign Petroleum Supply Committee are 
also on the MEEC, but I am not quite certain about that. 

Mr. Serineer. Just one other question: 

Mr. Wormser, nowhere in either the law or any regulation pursuant 
thereto are you authorized to limit prices or controls with reference 
to oil or any other constituents of oil? 

Mr. Wormser. That is correct. 

Mr. Sprincer. I believe that is all. 

Mr. Rocers. Mr. Chairman. 
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The Cuarrman. Mr. Rogers. 

Mr. Rogers. Mr. Secretary, 1 or 2 things. 

One is the machinery that brought all this about. I think we could 
assume that we do have and have had several distress signals raised 
concerning this entire situation, and what I want to find out is where 
the machinery started to bring that distress signal up, insofar as the 

etroleum industry is concerned. I wonder if you could tell me very 
biiefty where it started. 

Mr. Wormser. I will be glad to, Mr. Rogers. It started with a meet- 
ing in the Secretary’s conference room, consisting of our own oil and 
gas officials, consultants that we have retained to help guide us, repre- 
sentatives of Defense, ODM, State, and also the Chairman of the Mid- 
dle East Emergency Committee, analyzing all of the information we 
had available to us at that time. 

Mr. Rocers. Who called that meeting? 

Mr. Wormser. We did, Interior did, in Washington. 

Mr. Rogers. Secretary Seaton? 

Mr. Wormser. I believe I did it, sir. 

Mr. Rocers. Why did you do it? 

Mr. Wormser. Because it was imperative to review this picture, the 
statistical picture, from time to time to see what progress we were 
making. 

Mr. Rogers. You mean this was just a general meeting that was in 
keeping with your policy, regardless of the Suez situation ? 

Mr. Wormser. No. This is definitely tied in with our efforts to help 
solve the Suez crisis, so far as an adequate supply of petroleum to 
Europe was concerned, so we got all the statistics we could possibly 
gather that bore on this and just analyzed them. 

Mr. Rocrrs. Then the meeting, Mr. Wormser, was called for the 
purpose of dealing solely with the issue of what to do insofar as 
Europe was concerned, because of the anticipated upheaval in the 
Suez Canal. 

Mr. Wormser. This was after the upheaval. This was just, oh, ['d 
say a month ago. 

Mr. Rocers. A month ago that you called it? 

Mr. Wormser. Yes, sir; prior to the issuance of this Interior De- 
partment statement. 

Mr. Rogers. And it was determined at that time to issue the state- 
ment that there was a distress situation existing ? 

Mr. Wormser. It was determined to issue a statement which would 
make it clear that we were quite apprehensive about the way we were 
going. 

Mr. Rogers. The way you were going—I’m sorry. 

Mr. Wormser. The way we were meeting the crisis. 

Mr. Rocers. Then, what I mean, you are assuming there was a 
crisis, 

Mr. Wormser. Yes. 

Mr. Rocers. What is the largest percentage that Europe has ever 
been behind, insofar as its oil needs are concerned, since the Suez was 
closed ? 

Mr. Wormser. I’m afraid I can’t answer that, Mr. Rogers. 

Mr. Rocers. I mean, what is the reason for a crisis? <A crisis to me 
is something that is pretty serious and I think there ought to be some 
reason behind determining that a crisis exists. 
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Mr. Wormser. Well, certainly when Europe, which is dependent 
largely on its Middle Eastern petroleum supplies, finds that cut off, 
it certainly seems to me a crisis of the first magnitude. 

Mr. Rogers. That is the point I am getting at. How much had 
it been reduced ? 

Mr. Wormser. Well, sir, the Suez Canal was interrupted, was 
stopped, and that meant 1,700,000 barrels a day. Then the IPC pipe- 
line was broken, that meant another 500,000 barrels, I believe, so there 
was 2,200,000 barrels most of which normally would go to Europe, 
and just cut off. 

Mr. Rogers All that was not cut off, was it? 

Mr. Wormser. Yes, sir. The 500,000 barrels from Iraq was cut 
off, but there was of course oil from Kuwait—that was unimpaired, 
that could still move, and 

Mr. Rogers. What I am getting at, Mr. Secretary, is, we are talking 
in total figures, how much was actually lost to Europe by the closing 
of the Suez, how much were their requirements iakaeet insofar as 
supply was concerned ¢ 

Mr. Wormser. I think perhaps, Mr. Rogers, the best answer to 
that is the fact that this disruption of the production from the Middle 
East of stoppage of the canal and the break in these pipelines made 
it imperative to move the available oil around the cape, which took 
twice as long as if it had gone through the canal. 

Mr. Rogers. But, Mr. Secretary, when you made up your announce- 
ment of the distress situation, that operation around the cape was 
already moving and going, wasn’t it? 

Mr. WormseEr. Yes, sir. 

Mr. Rocers. How much of the supply that Europe had been getting 
from the Suez area prior to the closing of the Suez was made available 
and known to be made available to Europe around the cape at that 
time ? 

Mr. Wormser. I have been informed, Mr. Rogers, that the maximum 
that could have been anticipated was 800,000 barrels per day. 

Mr. Rogers. About how much is now really going into Europe from 
that source at the present time? 

Mr. Wormser. At the present time? 

Mr. Rogers. Yes, sir. 

Mr. Wormser. 1,100,000 barrels a day. 

Mr. Rogers In other words, we were up against a situation where 
the anticipation far exceeded the realization ? 

Mr. Wormser. Yes, sir. 

Mr. Rocrers. In other words, there was a sort of a scare flag went 
up here and actually there wasn’t as much reason for the scare as was 
anticipated, isn’t that. correct ? 

Mr. Wormser. Well, I don’t know as we are over the dam yet, Mr. 
Rogers. 

Mr. Rogers. Well, now. Mr. Secretary, you say that your office did 
not have anything to do with price. 

Mr. Wormser. That’s right. 

Mr. Rogers. Don’t you think it has something to do with price on 
the world market, if you announce that there is a distress situation 
and there is going to be a shortage of oil and that the entire petroleum 
industry is on a shaky basis because of the Suez Canal being closed? 
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Mr. Wormsrr. I don’t believe we announced anything like that, 
Mr. Rogers. 

Mr. Rocrrs Don’t you think, though, Mr. Secretary, that those as- 
sumptions could be gathered from the announcement by the Federal 
Government acting through your Department that there was a dis- 
tress situation in Europe and that oil would be at a premium? 

Mr. Wormser. There could be a distress and certainly there was a 
crisis engendered by the Suez closure. 

Mr. Rogers. I understand that, but don’t you think that the crisis 
was overrated, overadvertised ? 

Mr. Wormsexr. I’m not so sure of that, sir. We're not out of the 
woods yet. 

Mr. Rogers. You are not prepared at this time, Mr. Wormser, to 
announce that you are wrong about a crisis and that no crisis actually 
existed ? 

Mr. Wormser. I didn’t get that. 

Mr. Rocers You are not in a position at this time to announce that 
you were wrong about the tremendous size of this crisis that you an- 
ticipated. 

Mr. Wormser. No, sir. 

Mr. Rogers. Actually, that crisis didn’t come into being and is not 
in being today. 

Mr. Wormser. There is a crisis. 

Mr. Rocers. What does it consist of ? 

Mr. Worm a We have gone into that. 

Mr. Rocers. I don't want to get into an argument about it. Let's 
simplify it. It consists of the lack of 250,000 barrels of fuel oil to 
Kurope a day, doesn’t it, Mr. Wormser / 

Mr. Wormser. On a shipment basis; yes, sir. 

Mr. Rogers. How much is that, percentagewise ? 

Mr. Wormser. About 8 to 10 percent overall, Mr. Rogers. 

Mr. Rogers. When do you anticipate the Suez will be reopened / 

Mr. Wormserr. Well, we hear conflicting reports about that, Mr. 
Rogers. I think General Wheeler made a statement sometime ago 
that he anticipated some lightweight tankers could move at the end of 
March, but as to when it wil] be opened for full transportation of 
large-sized tankers, I don’t know. 

Mr. Rocrrs. Well, they are working on it at the present time. 

Mr. Wormser. Yes. sir. 

Mr. Rogers. And in other words if we anticipate as well, insofar 
as the Suez is concerned, as we anticipated about the crisis, it all ought 
to be over pretty quick. 

Mr. Wormser. I certainly hope so, but don’t think we can count 
on it. 

Mr. Rogers. It has been indicated that there is going to be a need 
for this country to produce that 250,000 barrels of oil per day that 
Europe is short, isn’t there ? 

Mr. Wormser. That is the indication. 

Mr. Rogers. In other words, it has been indicated that there is no 
other place in the world that it can be had from. 

Mr. Wormser. That’s right. 

Mr. Rogers. And that simply means there is going to have to be a 
stepped-up production in this country, to prov ide that 250,000 barrels 
of oil. 
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Mr. Wormserr. There is some prospect of relief also, Mr. Rogers, 
from the cutback in crude oil] refinery runs. 

Mr. Rocers. I understand. | 

Mr. Wormser. From runs in the refineries. ae 

Mr. Roerrs. What is going to be done insofar as that increased pro- 
duction is concerned when the Suez Canal is reopened? Are you go- 
ing to ask these States to cut that back again ? 

Mr. Wormser. Well, I don’t know, frankly, Mr. Rogers, but if into ¢ 
the increase for the crisis were made, presumably when that ended, it 
would decrease when the crisis is over. 

Mr. Rocrrs. Now, you say that your major crisis, I believe you 
told Mr. Springer, involved the furnishing of fuel oil. 

Perhaps I’m just very thick and dense about these things and if I 
am, I apologize, but could you explain to me and to this committee 
why it is that there cannot be a diversion of the Venezuela oil to M 
Europe to furnish that 250,000 barrels, if we are going to have to in- Mr 
crease our production in this country 250,000 barrels? Mr 

Mr. Wormser. Mr. Rogers, there could be some diversion of Vene- Mr 
zuelan oil. d ; 

Mr. Rocrrs. What do you mean by that? a u 

Mr. Wormser. Well, some might be generated by the fact that we eT 
now are having these cutbacks in refinery runs which will relieve the : 
pressure on the east coast refineries for the imported Venezuelan Mr 
crude. 

Mr. Rocers. The point I make is, most of the Venezuelan crude, that 
is better for fuel oil for Europe than ours. 

Mr. Wormser. I understand it is of fine quality. 

Mr. Rocers. Why can’t it be diverted and our own crude be used to 
meet our own refinery problems? 

Mr. Wormser. It could, but there isn’t enough available at the gulf 
to supplant this Venezuelan import. Mr 

Mr. Rocers. You mean enough available for our own refineries? saa . 

Mr. Wormser. Our own refineries. a te 

Mr. Rogers. On the east coast or gulf? 

Mr. Wormser. On the east coast. Mr 

Mr. Rogers. Not on the gulf. In other words, boats owned by bee! 
major oil companies, but having foreign registration can’t take our Mr 
oil from the gulf to the east coast ? nos 

Mr. Wormser. Are you speaking of American flag? Mi 

Mr. Rocers. Foreign flag. Mr 

Mr. Wormser. Foreign flags? the V 

Mr. Rocers. Lots of these are registered under foreign flags, aren’t Mr 
they? Mr 

Mr. Wormser. Yes. Mr. 

Mr. Rocrrs. Those tankers are registered under foreign resistra- prod 

tion, although owned by major companies that are members of MEEC. coast 

Mr. Wormser. That’s correct. Mr. 

Mr. Rocers. They couldn’t pick up oil on the gulf coast and take it I don 
around to the east coast ? Mr. 

Mr. Wormser. That’s correct, unless there was some waiving of sellin; 
that regulation. Mr. 

Mr. Rocers. Now, why is it that Venezuelan oil imports have been a qua 
increasing in this country and the imports to Europe have been de- 
creasing because of the Suez crisis ? 
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Mr. Wormser. It has been explained to me by the fact that these 
refineries on the eastern seaboard have not been able to pick up adequate 
supplies from the gulf coast or Middle East because the Middle East 
imports which normally gave them some of their raw material have 
been diverted to Europe, not altogether, but almost altogether. 

There used to be about 350,000 barrels of Middle Eastern imports 
into our seaboard and Canada and now that is down, I think, to around 
25,000 or 40,000, quoting from memory. 

Mr. Rocers. In other words, the tankers that bring the oil from 
Venezuela to the east coast cannot take that. same oil from Texas 
around to the éast coast, carrying domestic oil in the process, rather 
than take foreign oil ? 

Mr. Wormser. I presume, Mr. Rogers, you are referring to the fact 
that the coastwise trade has to be under the American flag. 

Mr. Rocers. Yes. 

Mr. Woemser. That’s right. 

Mr. Rogers. Is it down toa flag problem ? 

Mr. Wormser. I think we looked into that some time ago, and I 
understand that that is not yet a bottleneck, I may be wrong. I will 
ask Mr. Jordan about that. 

I am informed, Mr. Rogers, that there are some American-flag 
tankers that are available for service if called upon. 

Mr. Rocrrs. That’s the reason that it still is not clear tome. Every 
time the question is asked we get off into some realm and we can’t find 
an answer to the question—Why is it that we have been increasing our 
imports of Venezuelan crude and the continent of Europe needs oil, 
Venezuelan crude or our domestic crude, yet we are being called upon 
to increase for an emergency situation our production in order to meet 
Europe’s needs when we could very easily divert 250,000 barrels of 
Venezuelan oil to Europe, it seems to me. 

Mr. Wormser. Well, Mr. Rogers, the fact that this Middle Eastern 
imports has been diminished so drastically that only a fraction of 
the former imports are coming into our eastern seaboard, if that were 
not replaced—— 

Mr. Rogers. Why couldn’t we use the domestic oil to meet that 
need ? 

Mr. Wormser. We can, but it is not available, they tell me, from 
the gulf coast. 

Mr. Rogers. Suppose it could be made available? 

Mr. Wormser. That would be wonderful, then we could release 
the Venezuelan stuff for Europe. 

Mr. Rogers. Then we could release the Venezuelan stuff for Europe? 

Mr. Wormser. Yes. 

Mr. Rocers. And if the Suez was open, then we would continue our 
production of domestic and continue to serve the refineries on the east 
coast, couldn’t we? 

Mr. Wormser. That would probably pinch Venezuela, Mr. Rogers. 
I don’t know what would eventuate. 

Mr. Rogers. Why would you pinch Venezuela? They would be 
selling just as much oil, just simply to a different customer. 

Mr. Wormser. Well, I understand that these eastern refineries have 
‘quality factor in mind and that they have been dependent upon 

89685—57——11 
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Venezuelan sources for years. I don’t know how they would look 
upon a diversion which might affect this quality factor. 

Maybe Mr. Jordan can answer that, or assist in that. 

Mr. Jorpan. If I understand your question, the Venezuelan crude 
imports into the United States east coast would be diverted to Europe. 
That would release our crude oil exports to Europe so that our east 
coast refineries would draw on gulf coast crude. When the Suez Canal 
opens, the east coast refineries would continue to use Texas crude and 
Venezuelan crude would be without a market. 

Is that a fair statement ? 

Mr. Rogers. I don’t know that they would be without a market, 
whether that would be true or not. That would be between them and 
the Middle East, wouldn’t it ? 

Europe needs the oil now. Don’t you think they would enter into 
a contract to continue to take it for a while from Venezuela ? 

Mr. Jorpan. | think we have been importers on balance for some 
years before this crisis, we were importers of oil. 

Mr. Rogers. I understand. 

Mr. Jorpan. Are you suggesting that after this crisis we would not 
import Venezuelan crude to ‘the east coast ? 

Mr. Rogers. Import some Venezuelan, but would you still import 
Venezuelan crude, 250,000 barrels wouldn’t absorb all Venezuelan 
imports. But say the Caribbean oil, 1 don’t want to confine it to 
Venezuela, but to the Caribbean divided around among whatever 
countries you are getting it from now. 

Mr. Jorpan. Well, Venezuelan shipments to the United States East 
Coast will probably decrease when the Suez Canal is reopened and 
the middle—— 

Mr. Rogers. Venezuelan ¢ 

Mr. Jorpan. Venezuelan shipments, I should say, to the east coast 
which have gone up, as you stated. 

Mr. Rocrrs. Because the Suez has been cut off. 

Mr. Jorpan. Would probably go down when the Suez is reopened. 

Mr. Rogers. Why / 

Mr. Jorpan. If the normal pattern of imports were resumed. 

Mr. Rogers. Because the Near East oi] would then come to the east 
coast to replace the Venezuelan oil ? 

Mr. Jorpan. If the Venezuelan oe oil has come to the east coast 
to replace the Middle East crude, I would assume with the Suez open 
that they would return to their normal pattern. 

Mr. Rocers. Then what happened is simply this: When the Suez 
Canal was closed the market that they had been supplying with oil, 
on our east coast, was immediately stolen from the domestic market 
here and taken up by Venezuela, wasn’t it / 

Mr. Jorpan. I think it isa matter of availability of the supply. Tf 
a refiner on the east coast had been importing Middle East crude and 
was cut off, he had to make up his supply from some place. 

Mr. Rogers. He had to make up his supply, but it is no further 
from the gulf coast around to those refineries than it is from South 
America, is it? 

Mr. Jorpan. I think the distances are comparable from the United 
States gulf or from the Caribbean to the United States east coast, 
they are practically the same. 

Mr. Rogers. Who owns those refineries ? 
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Mr. Jorpan. On the east coast of the United States ‘ ; 

Mr. Rogers. Let me put it this way and simplify the question: 
Are the owners of those refineries affiliated with or part of the group 
that constitutes MEEC ? 

Mr. Jorpan. Well, Sun Oil Co. is one company that is not a member 
of the Middle East Emergency Committee who is a large refiner on 
the east coast. 

Of course, there is Standard Oil of New Jersey, Gulf, Socony, 
Tide Water, Colonial Beacon, Sinclair— 

Mr. Rogers. They are all members of the MEEC, aren’t they ¢ 

Mr. Jorpan. With the exception of Sun Oil and T believe IT also 
mentioned Colonial Beacon, are not members. 

Mr. Rocrrs. Well, would it be a case here of where these people 
who are a member of this committee are cutting up the pie to suit 
themselves ? 

Mr. Jorpan. I can’t answer that. 

Mr. Rogers. And ealling on domestic production in this country 
to furnish, for just a short time, emergency needs and then as. soon; 
as they get through with it, they throw them in the trash and go back 
to the foreign sources that they were getting it from in the first place ? 

Mr. Jorpan. I think that it is a matter of availability. 

Mr. Drncety. Will the gentleman yield? 

Mr. Rogers. Yes. 

Mr. Dincreii. Mr. Secretary, is it not a fact that precisely the same 
information which is included in the exemp‘ion from the, antitrust 
laws is one of the things which these companies are probably using 
to do the very thing my colleague, Mr. Rogers, is talking about ? 

In other words, are they not using this very information which this 
agreement has given them the power to use, under the exemption from 
the antitrust laws, to distribute this crude in the way that they, are 
doing, isn’t that exactly what is happening? 

Mr. Wormser. I don’t know exactly how it is. They have this 
information available, but whether that is consummated in the direc- 
tion you indicate, I don’t know. 

Mr. Dinceii. Do you mean to say that you give them information, 
the power to collect this information, exempt from the antitrust laws, 
and you don’t know how they use it? 

Mr. Wormser. We have reports. 

Mr. Dincetxi. You have reports / 

Mr. Wormser. Yes. 

Mr. Dinceti. Have you checked these reports? 

Mr. Wormser. They are audited. 

Mr. Dinceti. You mean to sit, right there in this committee and 
tell me that they have this information, exempt from the antitrust 
laws, but you don’t know if they are using it for this purpose or not / 

Mr. Sprincer. Will the gentleman yield? 

Mr. Drncety. Yes. 

Mr. Sprincer. This can be off the record. 

(Discussion off the record.) 

Mr. Rogers. Just one other question in regard to this. 

Now, the waiver of this antitrust agreement, through this section, 
provides an area in which these people are that would enable thera 
todo just what I was talking about, that is, to be very plain about it, 
discriminate against the domestic producers, wouldn't it? 
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Mr. Wormser. I don’t. know, sir, whether that is true or not. 

Would you say so, Mr. W right ? 

Mr. Wrieut. That cer tainly i isn’t the intention. 

Mr. Rocers. I am not talking about the intention; I am talking 
about facts. I am talking about what can be done under a state of 
facts, and we would decide later on who intended to do what. 

You don’t represent the oil companies, do you? 

Mr. Wricut. I don’t know anything about the oil companies. 

Mr. Rocers. You couldn’t testify to what the Standard Oil of New 
Jersey’s intentions are; could you? 

Mr. Wricut. No, sir; no indeed. 

Mr. Rogers. That’s right. All I want to know is, if this waiver of 
this antitrust situation doesn’t create a situation in which the members 

Mr. Wormser } don’t knew what + 4 «uexn by discrimination, 
of this MEEC could, by exercising their rights, privileges, powers 
and immunities, discriminate against domestic producers ¢ 

Mr. Rocers. I mean, by increasing imports or supplanting loss of 
imported oil by oil from other sources rather than domestic sources, 

Mr. Wormser. So far as importing more oil is concerned, they have 
a certain latitude to do that, there is no question about that. 

Mr. Rocers. And, Mr. Secretary, from oil of their own ownership. 

Mr. Wormser. Yes. 

Mr. Rogers. Use their own ! 

Mr. Wormser. Yes. 

Mr. Rocers. Discrimination, even though it was foreign oil, dis- 
crimination against domestic producers. 

Mr. Wormser. I don’t know what you mean by discrimination. 

Mr. Rocers. I mean buying somebody else’s oil, and not buying 
domestic. 

Mr. Wormser. They tell me it has not been available from domestic 
producers. 

Mr. Rogers. That is an argument they have cited, and there has 
been no request made of any kind of conservation group in the United 
States, as I understand, to produce more oil. 


Mr. Wormser. I thought they had made pleas for higher allow- 
ables. 


Mr. Rocers. Who is that ? 

Mr. Wormser. Some of these MEEC companies. 

Mr. Rocers. Oh, I can understand that, but the MEEC companies 
haven’t assured any of these conservation organizations that they are 
going to cease this importing that is threatening the economy, the 
domestic economy, and they are not going to do anything in the ‘world 
except to use this foreign emergency basis to sat isfy their own situation 
in order to enable them to go on and do more of what they were doing 
before this agreement. 

Mr. Aucer. Would the gentleman yield ? 

Mr. Rocers. One question, Mr. Alger. 

Mr. Acer. I want to commend my colleague on the line of ques- 
tioning that he has brought forth. I suggest, won’t it be interesting 
tomorrow, when having General Thompson before us, we can see what 
san be done between the State and the Federal Government, and this 
matter of discrimination, as you have defined it. 

Mr. Rogers. May I say to my colleague that General Thompson 
is always interesting, and especially on ‘the oil business. 
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One other question, Mr. Wormser; I won’t push this any further. 
I don’t know whether I am out of your jurisdiction or not, but we had 
this same situation develop on the Interior Committee one time about 


the stockpile, as we all remember, and I want to just pinpoint this 
situation. 


The ODM is the White House; isn’t it ? 

Mr. Wormser. That is an arm of the President of the United States; 
yo. 

Mr. Rogers. And that is the policy-level organization; is it not? 

Mr. Wormsrr. Especially, may I add, Mr. Rogers, on this question 
of imports. 

Mr. Rocers. Yes, sir. Now, that is the very point I’m getting at. 
In other words, you are, in the Department of the Interior, somewhat 
in the same category in regards to this situation as you are in the stra- 
tegic metals deal on stockpiling; are you not ? 

Mr. Wormser. That is a pretty good parallel, Mr. Rogers, that 
never occurred to me about that. 

Mr. Rocers. In other words, the ODM decides that there is a crisis 
and turns‘it over to you boys to get something worked out in the way 
of a program to meet it. 

Mr. Wormser. In the case of the stockpile, Mr. Rogers, they do that 
themselves, generally through their own instrumentalities or through 
GSA. 


Mr. Rogers. Well, now, what did you tell me your position was on 
OMM ? 

Mr. Wormser. On OMM, we are an advisory group to Dr. Flemming, 
so far as his metal and mineral procurement is concerned. 

Mr. Rogers. Yes, sir. I say advisory group, but they do their’s 
through GSA, as I understand it. 

Mr. Wormser. That is what I mean to say. 

Mr. Rocers. ODM, though, is the White House. 

Mr. Wormser. Yes. 

Mr. Rocers. The policymaking organization, and you carry out 
the program and put it into effect, if they need your offices to help 
do it. 

Mr. Wormsrr. Yes, sir. 

Mr. Rogers. Who decides—rather, who decided to run up the dis- 
tress flag? 

Mr. Wormser. The distress flag on what, sir? 

Mr. Roecers. On this petroleum situation. 

Mr. Wormser. Well, the President of the United States sent a mes- 
sage to Director Flemming asking him to get busy right away—those 
aren't the exact words. 

Mr. Rogers. I understand. 

Mr. Wormser. Importuning him to tackle this impending crisis 
so that an adequate supply of oil would be delivered to Europe. 

Mr. Rogers. Now, just one further question. 

Mr. Wormser. That triggered it. 

Mr. Rocers. Who met with the President and told the President 
that that had to be done. Do you have any idea? 

Mr. Wormser. I don’t know, Mr. Rogers. 

Mr. Rogers. Did Mr. Seaton ¢ 

Mr. Wormser. I don’t believe so. 

Mr. Rogers. Did Mr. Brownell 
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Mr. Wormser. I think it was Dr. Flemming, because it was in his 
area of responsibility. 

Mr. Rogers. Dr. Flemming? 

Mr. Wormser. Dr. Flemming. 

Mr. Rocers. Dr. Flemming had had a meeting prior to that time 
with the MEEC group: had he not? 

Mr. Wormser. Oh, he has met—he had met several times. 

Mr. Rogers. He met and was constantly consulting with them. 

Mr. Wormser. Yes. 

Mr. Rogers. And that is how you found out this was a distress 
situation, which Dr. Flemming or the White House announced / 

Mr. Wormser. Well, we had knowledge of an impending crisis for 
months prior to that, Mr. Rogers, and we were preparing a background 
for that, in the light of whatever eventualities occurred, whether it 
was a complete stoppage of the canal or just an interruption of the 
pipelines or both; we were making plans for all those eventuals. 

Mr, Rogers. Could you give us any idea, Mr. Wormser, as to when 
you think that flag will be pulled down? 

Mr. Wormser. I wish it were tomorrow, Mr. Rogers. 

Mr. Rogers. I will bet you do, sir. 

Thank you. 

Mr. Hesevron. I hesitate to ask any questions, Mr. Secretary, at this 
late hour, but I feel that it is necessary. I think probably the commit- 
tee would want to have further information in view of the questions 
asked about the distress signals and the consultations. I believe the 
committee would like to have the factual background and this would be 

roper time for you to give us a rounded and full picture, if it is pos- 
sible in a brief time. 

The price increase has been discussed here from time to tume. It 
was January 4; was it not? 

Mr. Wormser. The third. 

Mr. Hesetron. It was announced by Humble Oil; is that right? 

Mr. Wormser. I understand that. 

Mr. Hesevron. The meeting you just referred to occurred in late 
January; is that not right? 

Mr. Wormser. Which meeting? 

Mr. Hesetron. The meeting which was attended by you, by State, 
representatives of Defense, Interior, and two representatives of the 
Middle East Emergency Committee, and a group of consultants. 

Mr. Wormser. I think it was January. 

Mr. Hesevron. And had nothing whatsoever to do with the price 
increase announced in early January ? 

Mr. Wormser. Nothing whatsoever, sir. 

Mr. Hesextron. Have you introduced at any time the statement. re- 
leased by you on January 27, for the record ? 

Mr. Wormser. I don’t think, Mr. Chairman, that has been inserted 
into the record, unless Mr. Stewart put it in last week. 

The CHatrMan. I believe we have that, I believe Mr. Stewart put 
that in. 

Mr. Heseiron. I would like to see it in the record. 

The Cuatmrman. I believe it is, and if not, it will be. 

(The information referred to was submitted by Mr. Stewart and 
appears on p. 35.) 
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Mr. Hesevron. You said that crude oil shipments could only con- 
tinue at anything approaching a satisfactory rate without endangering 
United States supplies if one of two things happened: (a) United 
States crude oil production is increased, and (6) domestic refinery 
runs are reduced. 

The question of the crude oil production increase lies solely within 
the action taken by the several State regulatory bodies; is that not 
correct 4 

Mr. Wormser. In those States where they do have regulation. 

Mr. Hesevron. You knew, of course, as everyone knew that was 
conversant with the situation, that the companies had presented their 
requests last year and early this year, not only to the Texas Railroad 
Commission but to the Louisiana board, to other boards where they 
pass on the question of allowables; is that right ? 

Mr. Wormser. Yes. 

Mr. Hesevtron. You knew that the Texas Railroad Commission had 
refused the request of the Humble Oil Co. to increase their al- 
lowance by. an additional 170,000 daily in January; did you not? 

Mr. Wormsrr. I don’t know about the figure. 

Mr. Hesertron. You knew there was an increase requested by the 
Humble Co. which was denied by the Texas commission? 

Mr. Wormser. Yes. 

Mr. Hesevron. You knew that there were subsequent requests and 
ae for all I know, prior requests made not only by Humble, but 
by others for an increase in production 

Mr. Wormser. So I understand. 

Mr. Hesevron. In the State of Texas. 

Mr. Wormser. Yes. 

Mr. Heseiron. That was done in Louisiana, was it not? 

Mr. Wormser. Louisiana has raised the allowance. 

Mr. Hese_ton. That was my next question. The request was mace 
in Louisiana; was it not ? 

Mr. Wormser. I understand there were nominations both in Louisi- 
ana and Texas for additional oil. 

Mr. Heseiron. There were not only requests for increase, but actu- 
ally Louisiana did increase the allowable; is that not correct ? 

Mr. Wormser. That is correct. 

Mr. Heseiron. But Texas refused to do so; is that not right ? 

Mr. Wormser. I think in 1 month, Mr. Heselton, they boosted the 
allowables in the month of February. 

Mr. Hesevron. In February, but only in February. 

Mr. Wormser. Only in February. 

Mr. Hesevron. That all has a bearing on the United States crude 
production being increased, as referred to in your statement: is that 
not right ? 

Mr. Wormser. Yes. 

Mr. Hresevron. Were you aware of the fact that an officer of the 
Texas Independent Producers & Royalty Owners Association in late 
December made the statement that the action of the Texas Railroad 
Commission in disallowing the requested increase was to correct “some 
longstanding conditions” and also made a reference to “excessive 
imports” ? 

Mr. Wormser. I am not familiar with that statement, Mr. Heselton. 

Mr. Hesettron. Did you have any information that there was an 
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opinion expressed with reference to the increase of allowables in Texas, 
that there were a great many wells which were not connected with 
pipelines ? 

Mr. Wormser. I believe that there were some wells. 

Mr. Hesetron. And that this action might induce the installation 
of pipelines in order to bring that oil to the gulf ports 

Mr. Wormser. I understand they wanted the wells connected if 
possible, Mr. Heselton. 

Mr. Hesetron. When the price increase was announced, I assume 
you read the statement made by the president of the Humble Oil 
Co. ? 

Mr. Wormser. I read it, sir. 

Mr. Hesevton. May I read this so that 1 might ask you another 
question? It is a quotation from the Wall Street Journal, January 4, 
and purports to quote Mr. Hines H. Baker, president of Humble Oil: 

The immediate cause of this price change is the sharp increase in demand 
for domestic crude oil, particularly in Texas, that has developed since the flow 
of Middle East crude oil to Europe and the east coast was drastically curtailed 
by recent events. Humble has been unable to secure its requirements at former 
prices. 

Does that refresh you recollection as to the statement that was 
made ¢ 

Mr. Wormser. I recall it, Mr. Heselton. 

Mr. Hesetton. Do you recall whether or not other companies fol- 
lowed with increases in their prices that they would pay ? 

Mr. Wormser. I believe they did. 

Mr. Hesevron. Did that go across the board, generally speaking?! 

Mr. Wormser. All purchases of crude oil, that’s my impression. 

Mr. Hesevron. Was that followed by increases in the product prices 
in this country ? 

Mr. Wormser. I believe it was, according to the market report. 

Mr. Hesetton. At the time the Suez crisis developed, were there 
not certain basic lines laid down by the Department of Interior in an 
effort to solve the problems of the cutoff of the Suez Canal and the 
pipeline during that time, and furnishing Europe with whatever mini- 
mum should be furnished to keep its economy going ? 

Mr. Wormser. That was our desire, to keep the economy going. 

Mr. Hesetton. Was not one of the principles that was laid down, 
that an increased flow of oil to Western Europe must not result in 
shortages in the United States? 

Mr. Wormser. Yes. 

Mr. Hesetton. Has there been, since that time, any shortage in 
‘ude oil in the United States ? 

Mr. Wormser. No, sir. 

Mr. Heseiton. Has there been any shortage in any products, to your 
knowledge in the United States since that time? 

Mr. Wormser. Any products covers quite a multitude of products. 

Mr. Hesevron. I mean any refined products—— 

Mr. Wormserr. Major products, none that I know of. 

Mr. Heserron. Is it not a fact that there has been a record produc- 
tion of gasoline ? 

Mr. Wormser. I understand that in certain areas of the country 
there is an excess supply. , 

Mr. Hesetron. Excess supply ? 
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Mr. Wormser. Yes. 

Mr. Heseiron. As of December 28, 1956, would it be correct to say 
the total stocks of gasoline were 185,796,000 barrels? 

Mr. Wormser. I would refer to one of my experts, Mr. Heselton. 
I don’t keep those figures in my mind. We will have them for you, 
checked in just a minute. What date is that? 

Mr. Hesetton. As of December 28, 1956. 





Mr. Wormser. We have 185,796 
Mr. Hesevron. That’s right. Was that not 2014 million barrels over 
the amount of stocks on hand in the United States December 30, 1955? 

Mr. Wormser. Yes, sir. 

Mr. Hese_ton. Were there adequate inventories for all estimated 
needs for the first quarter of 1956, in accordance with the estimate pro- 
vided by the Bureau of Mines? 

Mr. Wormser. May I ask, Mr. Heselton, is this gasoline that you 
are referring to? 

Mr. Hesevtron. Gasoline. 

Mr. Wormser. The answer is, yes. 

Mr. Hesevron. Have you ever heard the statement made that the 
present squabble over the oil shortage in England could be ended 
promptly if eg would buy gasoline ? 

Mr. Wormser. I don’t recall any quotation such as that, but I 
understand that the gasoline situation has improved very materially. 

Mr. Hesevton. Have you ever heard the statement made that Eng- 
land could end gasoline rationing if she would buy gasoline ? 

Mr. Wormser. I suppose they could end gasoline rationing if they 
bought enough to supply the demand. 

Mr. Heseiton. Do you know whether or not there have been any 
tie-in sales from the gulf coast during this period ? 

Mr. Wormser. I have heard it referred to in the paper, but I have 
no evidence of it, Mr. Heselton. 

Mr. Heseiron. Was not there a statement made before a committee 
in the other body yesterday that there were tie-in sales ? 

Mr. Wormser. That could very well be, sir. I don’t know. 

Mr. Hesetron. You haven’t checked it ? 

Mr. Wormser. No, sir. 

Mr. Hesevron. Has anybody in the Oil and Gas Division checked 
on that? 

Mr. Wormser. I don’t think so. 

Mr. Heserron. I will not press this if you prefer not to answer it. 
I think there are some substantial inquiries on this question of economic 
justification for a price increase. Has not there been an adequate op- 
portunity afforded, in your opinion, to all of the regulatory bodies 
dealing with the production of crude oil in the United States to un- 
derstand the situation fully, to know how much crude oil was needed, 
and to have, from the people who could purchase and transport that 
crude oil to Europe, to have all those facts presented, so far as you 
know ? 

Mr. Wormser. I don’t know, Mr. Heselton, if every item of infor- 
mation that we had on oil has been transmitted to them, but certainly, 
the broad statistical picture has been disclosed. I think Mr. Stewart 
had them up in his office, or has conferred with them in their own 
area, Mr. Heselton, so I think they have cooperated pretty closely in 
that area 
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Mr. Hesettron. I do not know whether the statement of the Presi- 
dent on February 6 or 7, this month, has been inserted in the record, 
but in view of some of the questions, I would like to ask that not only 
the questions asked by Mr. McGaffin, of the Chicago Daily News, 
but the reply of the President, be inserted in full into the record. 

The Cuaraman. Without objection it will be included in the record. 

(The news article referred to is as follows :) 


QUESTIONED ABOUT OIL 


William MeGaffin of the Chicago Daily News. Mr. President, sir, the United 
States has been lagging on oil deliveries to Western Europe, one reason being 
that the Texas control board has not O. K.’d a setup in production in Texas, 
According to latest reports, Great Britain is down to about 2 weeks’ oil supply. 
In view of the threat which that represents to her economy, do you plan, sir, 
to do anything about the situation? 

Answer. Well, of course, there are certain powers given to the President 
where he could move into this—to the whole field of State proration. I think 
the Federal Government should not disturb the economy of our country except 
when it has to. On the other hand, I believe that the business concerns of our 
country, the people that operate the tanker lines, the people that produce the 
oil, and including all other agencies, including those of the proration boards, 
should consider where do our long-term interests lie. And certainly they demand 
a Europe that is not flat on its back economically. 

So I think that our deliveries to Europe must be equal to all of the transpor- 
tation, the capacity of the transportation facilities that we have. There is some 
oil, as you know, coming through what is called the tapline. There is some oil 
that is coming around the cape. There is some coming from Venezuela, and 
there is some from ourselves. 


Now, all of this oil must flow in such a quantity as to fill up every tanker we 
have operating at maximum capacity, and if that doesn’t occur, then we must do 
something in the way, first, I should say, of conference and argument and, if 
necessary, we would have to move in some other region or some other direc- 
tion, either with our own facilities or with others, but it must be done. We 
must not allow Europe to go flat on its back for the want of oil, if the oil can 


be provided. 

Mr. Heseiton. If Mr. Wormser and Mr. Stewart are to return after 
General Thompson appears before the committee, I can’t anticipate 
what the testimony will be, but I assume they will be back—— 

The CHarman. I assume that insofar as his own situation permits, 
Mr. Wormser will be glad to come back any time the committee wants 
him. I know we have always had cooperation from the Department 
of the Interior. 

Mr. Wormser. Thank you. 

Mr. Heseiron. That is all, thank you. 

The Cuatrman. Mr. Hale. 

Mr. Hate. What is the rationing situation in Europe today ? 

Mr. Wormser. It varies quite considerably, Mr. Hale: and I am 
sorry that one of the State Department officials is not here with me 
today, because he has that pretty well under his fingertips. They 
have been keeping abreast of that European situation for us, and if 
you would care to have us do so, we will procure the information and 
insert it in the record. 

The CHatrMan. Would the gentleman yield ? 

Mr. Hate. Yes. 

The CuHatrMan. We have a statement from the Economist, this is a 
weekly, I believe, from London, dated November 24, 1956, which seems 
to be the only statement on it that we are able to find thus far. 

Have you been able to get any more recent information on this? 
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Mr. Wormser. I am sure, Mr. Chairman, that we can supply up-to- 
date information on that, because the State Department, gets almost 
daily dispatches on what is transpiring abroad, and if you care to have 
us do so, Mr. Chairman, I will see if we can get that. 

The Cuatrman. If you would supply that, I would appreciate it 
very much. 


(Current information on rationing in Europe as supplied by the 
State Department, by country and product, follows:) 


CURRENT RATIONING IN EUROPE 


The following information brings up to date current rationing plans in Eu- 
ropean countries by product and base, where known. 


Austria 


There is no formal rationing in Austria. In regard to gasoline, however, the 
wholesalers may not deliver to the retailers an amount greater than that delivered 
during the corresponding months of the preceding year. Gasoline must be put 
directly into the tank of the vehicle, the purchaser being not permitted to fill up 
auxiliary tanks or jerry cans. 

Belgium 


Gasoline.—Deliveries have been reduced to 90 percent of the average of the 
amounts delivered during November and December 1955. Certain categories of 
users are given supplemental rations. The filling of auxiliary tanks, barrels, 
or jerry cans, is forbidden. Driving on Sundays and holidays is generally for- 
bidden except in the case of certain categories of people. A maximum speed 
limit of 42 miles per hour has been set. 

Heating oil.—Deliveries have been reduced to 80 percent of the average of the 
last quarter of 1955. 

Fuel oil for industry.—Deliveries have been reduced to 80 percent on the fol- 
lowing base: A choice is given the user of (a) first 6 months of 1956, or, (b) 
last 9 months of 1956. 


Denmark 


Gasoline.—The rationing of gasoline has just recently been discontinued. 
There remains a ban on sales on weekends but there is no ban on weekend driving. 

Heating oil.—Deliveries are restricted to 80 percent of consumption registered 
for the period July 1, 1955, to June 30, 1956. 

Fuel oil for industry—Deliveries are reduced to 80 percent of the amounts 
delivered during the corresponding period in 1955. 

Gas oil_—Deliveries for vehicles are reduced to 85 percent of normal con- 
sumption, and must be put directly into the tank of the vehicle, base period not 
given. 

Heavy diesel fuel oil for agriculture, fishing industry, and public transporta- 
tion —The amounts of this fuel distributed to these users are reduced accord- 
ing to regulations effected by the Ministry of Commerce after consultation with 
the interested ministries. 

Kerosenc.—This fuel is not rationed. 


Germany 


Gasoline.—There is no formal rationing of gasoline on consumer level; how- 
ever, principal petroleum companies have reduced their deliveries to the whole- 
salers to SO percent of the amount delivered during the 3 previous months. Fill- 
ing stations have been requested to refuse to fill extra tanks, or jerry cans, and 
only fill the tanks of the vehicles. 

Kerosene.—No restrictions. Consumption negligible. 

Diesel oil_—No formal rationing; however, Economics Ministry recommended 
that oil companies reduce deliveries to consumers on selective basis cutting de- 
mands to 80 percent of quantities sold during 1956. 

Light heating oil—No formal restrictions in effect. As with diesel oil, Govern- 
ment has recommended to oil industry to reduce deliveries to 60 percent in cases 
thought necessary, based on sales in 1956 during equivalent period. 

Heavy fuel oil—No formal rationing. Industrial users are to considerable ex- 
tent substituting coal. 
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Greece 


Gasoline.—There is no formal rationing of gasoline except that there is a re- 
striction on the circulation of automobiles. Vehicles with license plates ending 
in even numbers are authorized to circulate on even numbered days and those 
with plates ending in uneven numbers are authorized to circulate on alternate 
days. By this method the total amount of gasoline consumption is estimated to 
be reduced some 12 percent. 

Heating oil—The consumption of heating oil is restricted to 70 percent of 
normal requirements based on the corresponding months of the preceding year. 

Fuel oil for industry.—Monthly consumption must not surpass the monthly 
average of the period August—October 1956. 

Gas oil—The consumption of gas oil is reported at 89 percent of normal, the 
base period not being given. 


Treland 


Gasoline.—A complicated rationing system has been set up on the basis of 
the horsepower or carrying capacity of vehicles. For example, the following 
number of Imperial gallons of gasoline are alloted to private cars as follows: 

Imperial 
gallona 
per month 
10 horsepower 
10-16 horsepower 
16 horsepower and upward 
Trucks: 
Exceeding 1 ton 
Between 1 and 2'tons_._........._---- ; 22% 
in Gncess Of 2 -tone.. 2. Le — . & 


Further allotments are given to tractors, both agricultural and industrial, 
motorcycles, taxis, hearses. 

Essential users such as doctors, clergymen, midwives, are given small supple- 
mentary allowances. Likewise, haulers of special products such as food, grain, 
fuel, are favored as are commercial travelers. 

Gas diesel oils.—There is no rationing of these fuels. 

Fuel oil.—There is no rationing of this fuel, either for heating or industrial 
purposes. 


Iceland 
There is no rationing of petroleum products in this country. 


Italy 


Gasoline—There is no formal rationing on the consumer level; however, a 
reduction of 5 percent in deliveries to service stations is in effect. Base period 
is not known. 

Fuel oil.—An informal system of deliveries by refiners and distributers is in 
effect to consumers, the rate being reduced to 85 percent of normal requirements 
based upon the same period in the previous year. 


Netherlands 


There is an overall reduction in consumption of petroleum products by 10 per- 
cent. Rationing is informal by means of a reduction in deliveries on the part 
of distributers and service stations. 

Gasoline.—Deliveries amount to 85 percent of normal, the base being the first 
quarter of 1956 plus 10 percent growth. The Sunday driver ban has been 
rescinded. 

Heating oil—The petroleum companies have reduced deliveries of heating oil 
to 80 percent of normal, the base period being the first quarter of 1956 plus 15 
percent growth. 

Heavy fuel oils.—The petroleum companies have reduced deliveries of these 
oils to 90 percent of normal, the base period being the first quarter of 1956 plus 
25 percent growth. 

Kerosene.—Deliveries of kerosene are limited to 95 percent normal demand, 
the base period being the first quarter of 1956 plus 5 percent growth. 

Norway 

There is rationing of petroleum products at the distributor level. No ration- 
ing at the consumer level. 

Gasoline.—Deliveries of gasoline are restricted to 90 percent of the average 
for the period of November 17, 1955, to January 31, 1956. 
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Oils for heating and industry.—Deliveries reduced to 90 percent of these dur- 
ing the 3-month heating season of 1955-56. 

Stove oils for industrial and household heaters.—Two hundred liters are given 
for each such unit until the end of the year. 


Portugal 


There is no rationing of petroleum products in this country, the only restric- 
tion being the prohibition of Sunday sales of gasoline. 
Sweden 

Rationing in this country is on the distributor level. 

Gasoline.—Deliveries to pumps are reduced to 80 percent of the amounts de- 
livered in September 1956. A former ban on Sunday driving has been removed. 

Fuel oil for heating and industry.—(a) Large factories and electric generating 
stations: These have been restricted to 80 percent of the amount of oil used 
during the corresponding period in 1955. (b) Small shops, hospitals, apartments 
and houses: Reduction to 70 percent of normal, no base period given. 


Switzerland 
There is no formal rationing of petroleum products in this country. The former 
ban on Sunday driving has been rescinded. The postal service and transporting 


companies must reduce their consumption of vehicle fuels to 80 percent of normal, 
no base period given. 


Turkey 


Gasoline and/or gas oil.—These fuels are doled out as follows (base not given, 
presumed weekly) : 


Liters 
ROD CR DB iv ctctda nile cqsstess dndesdis bends eteulian ; skLi 6to8 
ics co ics coh capseapeiigiein amen teense Meinl sialic stteatismrtitspesldls, ty piden nee: an 
II 2s ds i scat ita sai ingnietrsieanivab ee goad ingsepetenaecdenidieas la ta dala ta aaa aa aa 20 to 25 
I kite Pk nck oe ch ue Dwigan eae 


The information on the delivery of these allotments and period on which they 
are based are not known. 

Kerosene.—A rationing system is being instituted. 

Gas oil.—Industrial gas oil is controlled by city authorities on a special permit 
basis. 

The above system is in force in Istanbul, Ankara, Smyrna. Information is lack- 
ing on the rest of the country. : 


United Kingdom 


Gasoline.—A complicated system of rationing is in effect for automobiles based 
upon their power needs, in order to give them sufficient fuel to run 200 miles a 
month. Delivery trucks are rationed on the basis of 2 gallons each week for 
each one-half ton of carrying capacity. 

Diesel oil—Trucks burning diesel oil are rationed on a basis which will give 
them the same mileage as those vehicles burning gasoline. 

Gas diesel oil for industry.—Deliveries reduced to 80 percent of normal after 
the 1st of January 1957, base period not stated. 

Public transportation.—Fuel reduction to 90 percent of normal, base period 
not known. 

Diesel oil for agricultural purposes and fishing industry.—Deliveries for these 
purposes reduced to 90 percent normal, base period not reported. 

Vonindustrial central heating.—Consumption of gas-diesel oil for this purpose 
is reduced to 66 percent of normal amounts; if fuel oil is used the reduction is 
to only 75 percent of normal, again base period not known. 

Luxembourg 

During the first quarter of 1957 deliveries of fuels will be as follows: 

Gasoline.—Ninety percent of deliveries during fourth quarter of 1956. 

Light fuel oil_—Eighty percent of deliveries during period October 1955 to 
March 31, 1956. 

Gas oil.—Ninety percent of comparable period in 1956. 

Heavy fuel oil_—Ninety percent of comparable period in 1956. 

Finland 


There is no rationing of petroleum products in Finland. 
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Spain 
Gasoline—There is no rationing of gasoline. 
Gas oil——Deliveries are restricted to 80 percent of normal, base period not given. 


Heavy fuel oil_—Deliveries restricted to 80 percent of normal, base period 
not given. 


F.-ance 
Gasoline.—A complicated system of gasoline rationing is in effect. 
Cars of 5 horsepower______-___-___- 15 liters a month. 
Cars of 5 to 10 horsepower_________ 20 liters a month. 
Cars of 11 horsepower and over_-_-_-. 25 liters a month. 
Na wip ie shi isch ete OnS~e 400 liters a month. 
Traveling salesmen_________----~- 80, 100, 120 liters during February plus spe- 


cial allotment of 20 and 30 liters depending 
upon circumstances of travel outside of im- 
mediate territory. 


Kerosene.—This fuel is not rationed. 

Light fuel oil.—Rationed at 68 percent normal, base not given. 

Diesel oil.— Rationed at 90 percent of normal, base not given. 

Heavy fuel oil—Rationed at 68 percent of normal, base not given. 

Bunkers.—Rationed at 80 percent of normal, base not given. 

Mr. Hate. Whatever rationing is in effect today is presumably i 
effect because it is necessary, would you agree / 

Mr. Wormsrr. Yes, sir. 

Mr. Hate. Is industrial production in Europe decreased by virtue 
of rationing at the present time, or of oil shortages ? 

Mr. Wormser. Mr. Hale, I would not want to give a snap judg- 
ment on that. My impression would be, it certainly would be affected 
by the shortage of oil. I think there, also, the State Department can 
give you facts and figures, Mr. Hale. 

Mr. Hate. Is there an unemployment due to oil shortage ? 

What I would like to know is, how bad this oil shortage situation 
is. 

Mr. Wormser. Well, I am sorry, I just have not any information 
at my fingertips to give you on that score. We have left that up to the 
State Department, and I would like to have the privilege of presenting 
the committee with a statement. 

Mr. Hate. Would it be possible to get oil over there in such quan- 
tities that there would be no necessity for rationing / 

Mr. Wormser. Well, our objective is to get as much as we possibly 
can to Europe, sir. 

Mr. Hate. I don’t understand that, because you say you want te 
get as much oil as you possibly can, but you have not done anything 
to increase production in this country. 

Mr. Wormser. Well, that seems to us necessary now to increase pro 
duction, and also to decrease refinery runs so that more crude will be 
available for shipment to Europe. 

Mr. Hate. You are worried about the situation; are you not / 

Mr. Wormser. Yes, sir. 

Mr. Hate. Is it getting better or getting worse ? 

Mr. Wormser. I am clad to say it is ‘getting better—in the last 2 
weeks especially, possibly as a result of our announcements. 

Mr. Hate. That’s all. 

The Cuarrman. In other words, you think running up the distress 
flag. as Mr. Rogers referred to, has helped the situation ¢ 
Mr. Wormser. I think it has, Mr. Chairman; yes, sir. 
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The Cuarrman. Of course, the figures that you talked about here 
today were prepared January 29, ‘which Mr. Stewart gave us or 
Febr uary 7, and are on these tables dated February 11—if you are 
within 8 percent of the full requirements of oil products, and 14 per- 
cent on only 1 commodity, I cannot see that there can be any crisis at 
all, where rationing has followed and is being pursued; I don’t under- 
stand that attitude. There is a big question mark in my mind. Why? 
Why all that distress? Why all the publicity? I wish I could under- 
stand it, but we won’t pursue that any further. 

I notice that Mr. Dulles, Secretary of State, acknowledged February 
6 that the United States oil shipments have fallen short of the Gov- 
ernment hopes, but “the lag has not been alarming—he doesn’t think 
it’s very bad. 

Of course, that is a little different from what the Department of the 
Interior’s position is. 

Mr. Hale wants to ask another question. 

Mr. Hate. Are the European airlines able to maintain their sched- 
ules? 

Mr. Wormser. So far as we know, Mr. Hale; yes, sir. 

Mr. Hare. In other words, this supply of high octane gasoline, 


aviation gasoline is not—— 


Mr. Wormser. It isstill moving forward. 

The Cuarrman. Mr. Williams has a question. 

Mr. Wituiams. Just one question—it is getting down to just how 
serious this crisis is, if a crisis exists. 

Do I understand that of all their needs of some 3,200,000 barrels, 
actually they are short about 250,000 barrels a day? Isn’t that what 
the estimated shortage is at the moment, that is, the estimate for the 
first quarter ¢ 

Mr. Wormser. That is the estimate for the first quarter, Mr. Wil- 
hams, yes, sir; in round numbers. 

Mr. Witiiams. What would happen, Mr. Wormser, if they need 
to get that 250,000, in Europe, just how bad a crisis is this? 

Mr. Wormser. Well, I would say some factories would shut down, 
or some that are shut down would continue shut down, some homes 
would be cold, prob: ably. 

Mr. Wittiams. To what extent? 

Mr. Wormsrer. Unemployment, probably. 

Mr. Wiuiams. To what extent would they have to curtail that 
production ? 

Mr. Wormser. That I wouldn’t be able to answer without further 
study. 

Mr. WititAmMs. Would it be 1 percent, 50 percent; how much of that 
production is brought about by the use of fuel oil, or is dependent 
upon oil ? 

Mr. Wormser. Again, I think I would like to direct that question 
at State, who are kee sping abreast of that, in connection with our cur- 
rent activities. 

(The information supplied by the State Department is as follows :) 

The overall shortage of about 250,000 barrels per day in oil supplies (for the 
area west of Suez) during the first quarter of 1957, estimated by MEEKC, reflects 
a deficit of about 14 percent in internal requirements for fuel oil. The entire 
shortfall in this product must be borne by local consumers, since virtually all 


bunkering requirements have to be met in full. However, the effects of these 
deficits have been softened by withdrawals from stocks, improved efficiencies 
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in use, and the substitution of other fuels. After allowance for these factors, the 
impact on industry, heating, and employment is as follows: 


1. On industry.—The expansion of industrial production in the CEEC coun- 
tries had begun to level off prior to the Suez crisis. Preliminary data for the last 
quarter of the year indicate no significant change in output. In only a few cases, 
notably autos, have there been substantial cuts in production due to restrictions 
on oil use. Because of the oil shertfall estimated for the first quarter of this 
year, expected increments to production may not materialize in certain indus- 
trial sectors. Overall industrial output is likely to remain at substantially the 
same level, in contrast to an annual average rate increase in Western Europe 
of over 7 percent during the period 1950-55. 


2. On heating.—In order to minimize the impact of the oil shortage on more 
essential uses in transportation and industry, governments have cut heating- 
oil supplies considerably. Heating use of oil will continue to be restricted sub- 
stantially with resultant inconvenience to consumers who cannot shift to other 
fuels. 


3. On employment.—Oil shortages have resulted in little change in employment 
except for the auto and associated industries. Some reductions in overtime 
working have resulted and short-time employment has been instituted. Labor 
shortages in most European countries have led employers to maintain work 
forces against resumption of fuel supplies. No appreciable changes in employ- 
ment are likely to develop as a result of oil deficiencies during the first quarter. 

Mr. Wituiams. Mr. Wormser, you say that they would have to cur- 
tail production. Do you know to what extent ? 

Mr. Wormser. Not to what extent; no, sir. 

Mr. Wititams. Well, you say that there would be some homes that 
would be cold as the result ? 

Mr. Wormser. Yes, sir. 

Mr. Wiuiu1aMs. Just what do you base that on, Mr. Wormser‘’ 
Is that a guess, or is that based on facts that you have available to you? 

Mr. Wormser. I think we have evidence, or can present evidence, 
on that score, Mr. Williams. 

Mr. Wituiams. If you have evidence of it and facts to present on 
that score, then you should be able to tell us approximately what per- 
centage of Europe’s production would be curtailed if they fail to get 
this 2 50, 000 barrels. 

Mr. Wormser. Yes, sir; we can estimate that for you, too, sir. 

Mr. Wii1aMs. Could you give us your best guess on it / 

Mr. Wormser. I would hate to guess on a serious matter such as 
that. 

Mr. WiLLu <MB. But, in your opinion, it is sufficiently grave to cause 
a serious crisis ? 

Mr. Wormser. Yes, sir. 

Mr. WituiaMs. In Europe‘ 

Mr. Wormser. Yes, sir. 

The Cuarrman. And even though it is within 8 percent of the total 
requirements of all they might be able to use, and 100 percent of the 
requirements before the crisis? 

Mr. Wormser. Mr, Harris, that covers all products, gasoline as 
well as fuel. 

The CHarrMan. Just this one other thought that, I had: For them 
to help themselves, couldn’t they reduce the gasoline runs in their 
own refineries over there with crude, and take up a part of that fue! 
oil shortage ¢ 

Mr. Wormser. T he +y are down to 22 percent now. 

The CuatrMan. 22 percent of what ? 
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Mr. Wormser. Gasoline products out of their refinery run. They 
run 24 percent ordinarily, and now it’s around 20; we run over 40 
percent on gasoline. 

The CHarrmMan. You think that they have just about produced 
their refinery runs the best they can, about as much as they can? 

Mr. Wormser. Yes, sir. 

The Crarrman. Who is the chairman of your Middle East Emer- 
gency Committee? 

Mr. Wormser. Mr. Stewart Coleman. 

The Cuatrman. Whois he with? 

Mr. Wormser. Standard Oil of New Jersey. 

The Cuairman. There is a reported gasoline price rise of 1 cent a 
gallon. 

Mr. Wormser. That is my understanding, Mr. Chairman. 

The CHarrMan. There were some reports that that had been cut 
back some, Is that true or not, or do you know? 

Mr. Wormser. On the eastern seaboard and in New England, that 
has occurred. 

The Cuarrman. How much has it been cut back ? 

Mr. Wormser. A half-cent, and a cent, I am informed, Mr, Chair- 
man. 

The Cuarman. In other words, on the eastern seaboard and in 
New England States, it is about back to where it was before the in- 
crease in crude / 

Mr. WorMser. That’s correct. 

The Cuairman. Why do you suppose that these newspaper reports 
did not carry that ¢ utback ¢ 

Mr. Wormser. I don’t know, Mr. Chairman. 

The Cuatrman. They did make all kinds of publicity, though, out 
of the fact that it was increased a cent, and I just wondered why these 
reductions didn’t go to the people. 

1 guess maybe they figured that possibly they would find out any- 
way when they go to the filling station. 

Do you agree with Mr. R: ithbone’s statement now that the program 
is going very well, and the European requirements are being met? 

Mr. Worse rk. I think it is going very nicely, Mr. Harris: it is im- 
proving. 

The Carman. Improving, but are you as optimistic about it as he 
said yesterday / 

Mr. Wormser. I am not thoroughly familiar with what he said, Mr. 
Harris. 

The CuairmMan. I just read the paper; I don’t know, myself. I 
want to say that [ assume it is correct. While I am thinking of it, 
I want to refer to the record of last Thursday, when I made some com- 
ments regarding an article in the Washington Post. This was felt to 
be critical, and might have sounded that way, regarding the question 
Lasked Mr. Stewart, when Mr. Stewart said that he did not make the 
statement as reported by the Washington Post. 

In reading what Mr. Stewart said to the Senate committee, it seems 
like another item that. should be cleared up, too. In all deference to 
the reporter, I wanted to say that for the record, and then to clarify 
what I did say about him later regarding the report of the Wall 
Street Journal. 
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In fairness to him, I should say—the same day, or the day before, 
he carried the same story in the local paper regarding the rumors that 
were mentioned. I do that in all fairness to the news reporter. 

I don’t want to leave here with the impression, or the implication in 
the record, that there was a shortage of production. 

Now, if you had the transportation, there is a lot of increased pro- 
duction you could get from the Middle East; is there not! 

Mr. Wormser. Yes, sir. 

The CuarrMan. So the production supply, of course, is available, 
if you had a way of getting it out / 

Mr. Wormser. Tankers. 

The Cuarrmman. About 85 or 90 or 100 oil wells in Texas capable of 
producing that, and they don’t have any way of getting the oil out; is 
that true or not ¢ 

Mr. Wormser. There are lots of wells that are unconnected, I under- 
stand, in west Texas. 

The Cuarrman. Then, there is a lot of production you can go to, if 
you get it. 

Mr. Wormser. Potential production there; yes, sir. 

The Cuarmman. I think some here got the idea that you have indi- 
cated: that: what: we needed was increased production. There is no 
question but what the production is available, if we could just get 
it to where it should be ? 

Mr. Wormser. If you have the pipelines to convey it; yes, sir. 

The Carman. I thought that point should be cleared ro 

Do you intend to give another statement soon about how this pro- 
gram is:progressing ¢ 

Mr. Wormser. Yes, sir. We have one in the mill right now. I 
hope that we can release it tomorrow or Monday ; the sooner, the better, 
I would think. 

The Cuarrman. And that statement is going to carry a report out 
of how well the requirements of Western Europe will be met, now? 

Mr. Wormser. It will bea factual statement which I hope brings the 
situation up to date. 

Mr. Drnceti. Giving due credit for fair weather in Europe. 

Mr. Wormser. Fair weather in Europe, I hope so. 

The Cuatrman. Well, that is true, but I guess Europe has been 
blessed with good weather these last 2 or 3 years, because they have 
been using more and more. 

Mr. Wormser. They had a very cold one last year. This is particu- 
larly a fortunate respite from it. 

The Cuarrman. Last year ? 

Mr. Wormser. Last year was very cold. 

The Cuarrman. And they didn’t have quite as much oil supply last 
year as they had this year; did they ? 

Mr. Wormser. Well, the demand is going up about 14 percent a 
year in Europe. 

The Cuarrman. I know, but they got along last year with 12 or 14 
percent, less than they have had this. year; did they not? 

Mr. Wormser. I guess that’s right, Mr. Chairman. 

The Cuatrman. The only justification I can see for that great dis- 
tress signal that has been going out is the fact that Europe has been 
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barrel of oil creates a crisis; that’s just about the way I can sum up your 
position. 

Mr. Wormser. Mr, Chairman, may I state this: That we would 
like to keep up the progress we have made, but we are disturbed about 
the drain on the stocks that have been available on the gulf coast, 
which are, I am informed, at. a precarious level for defense of the 
country, crude oil. 

The CHarrMan. You mean, 285 million—— 

Mr. Wormser. 254 million. 

The Carman. 254 million; and you take it that the situation 
is—— 

Mr. Wormser. Precarious; that is what I am told, and lots of it is 
unavailable, sir. 

The Cuatrman. I understand from industry that it is not so. I 
guess that is another one of those questions. 

Let me apologize for keeping you here thislong. I didn’t know that 
we were going so late into the afternoon. I was trying to get out of 
it by not ‘having you come back this afternoon. 

Mr. Wormser. You are very kind, sir, and I appreciate it. 

The Cuatrman. Let me again thank you for your appearance here 
at this hearing, which I think has had a beneficial effect in at least try- 
ing to clar ify : some of these questions that have been left dangling the 
last couple of days. 

Mr. Wormser. May I add one thought, Mr. Chairman, too. I feel 
this way about it: that the situation is improving, but if we don’t have 
an operation, such as the MEEC, going, I just question where Europe 
would be today. I think the crisis would be very materially—ap- 
parent, far more so than it is today. 

Mr. Dinecetn. Mr. Chairman. 

The CHatrman. Yes. 

You think this MEEC has helped the situation instead of, as some 
individuals interpret it, has worsened it and brought on all this? 

Mr. Wormser. Unquestionably, it has helped ; it has been a splendid 
example of industry-Government cooperation, 

The Cuarrman. On January 3, the price increased and you had 
your discussion about affairs with MEEC, that was September, last 
year; was it not ? 

Mr. Wormser. Mr, Chairman, we have nothing about prices, noth- 
ing to do with them; our job was to get as much oil to Europe as pos- 
sible. 

The CHarrman. I mean, when you were advised by the MEEC 
people at the outset that the price increase would be- 

Mr. Wormser. Unquestionably, that would be a pressure for a price. 

The Cuarrman. That was September, last year? 

Mr. Wormser. As I recall. 

The Cuarman. Mr. Dingell. 

Mr. Dineevu. I am very interested in one point that we never fully 
developed. 

What power do you have under the Defense Production Act to effect 
curtailment and allocations in, let’s say, oil supply ? 

Mr. Wormser. That is a legal question, and T shall ask Mr. Wright 
to answer it. 

Mr. Wrieur. Title I of the Defense Production Act contains prior- 
ities and allocation powers, which become operative now, as the act 
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stands, upon a finding made by the Director of ODM. I am not quite 
sure precisely what your question is. 

Mr. Dincetx. The point 1 make is this: 

Does not the Defense Production Act offer power to the Federal 
Government to effect allocations, allocations and curtailments of pro- 
ductions, where necessary, and even to, let’s say, compel changes in 
kinds of refinery runs, so that they could compel refineries to run 
higher refractions on fuel oil, or lower refractions if the need occurs? 

Mr. Wricur. I would have to say this is my personal legal view. 

Mr. Dinceii. Will you check that, and see that that information 
goes into the record ? 

Mr. Wricutr. What do you mean, check it? 

Mr. Drncetx. So that we have a definitive statement in the record 
as to whether or not the Government has this power. 

Mr. Wricur. Yes. 

(Information supplied by the Interior Department is as follows:) 

DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SOLICITOR, 
Washington, D. C., March 8, 1957 


Hon. OREN Harris, 
Chairman, Committee on Interstate and Forcign Commerce, 
House of Representatives, Washington, D. C. 


DeaR Mr. Hareis: At a hearing held by your committee on February 14, 1957, 
Congressman Dingell asked Mr. Wright of my staff whether the Defense Produc- 
tion Act authorizes the Government to effect allocations, curtailment of pro- 
duction, and changes in refinery yields. Section 101 of the Defense Production 
Act confers priority and allocation powers. I am of the view that there exists 
in this section legal authority to require changes in refinery yields when neces- 
sary to make available petroleum products for purposes of national defense. 

Sincerely yours, 
J. PAUL ARMSTRONG, Solicitor. 

Mr. Dincety. The point I make is this: 

We witnessed apparently a situation where we have been shipping 
Europe substantially larger amounts of gasoline than Europe wanted 
to take, and that under the particular circumstances we have been 
told there was nothing the Federal Government could do, and it ap- 
pears there might be a substantial application of the Federal Govern- 
ment’s power in this particular field, let’s say to compel reduction 
of refinery runs of gasoline. 

As a matter of fact, it was quoted in one of the newspapers, I might 
state, rather dramatically, that this particular country was swimming 
in gasoline. 

Now, there is another point I am very much concerned with, and 
that is this: 

We have heard considerable about the antitrust exemption in this 
MEEC agreement, and while I am not familiar with precisely what 
that is, apparently it permits pooling of information. Is that right? 

Mr. Wricur. That is one of the things it does. 

Mr. Dincetx. Now, this pooling of information which it permits 
is a new thing which was included in this particular agreement, which 
had never existed before in Federal Government policy or in Federal 
Government relations with the oil industry: isn’t that right? 

Mr. Wricur. I think that the voluntary agreement, prior to its 
amendment on May 8, 1953, permitted a collection of that sort of in- 
formation by the Foreign Supply Committee. 1 am not positive about 
that. 
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Mr. Dineexx. In May of 1953? 

Mr. Wricur. Prior to the amendment of May 8, 1956, the Foreign 
Supply Committee collected certain data with respect to petroleum 
under the agreement as it then stood—they may have collected much 
of this same information for different purposes. 

Mr. Drnceii. What was the first date such an exemption existed 
in the law ? 

Mr. Wricur. Well, so far as this plan of action was concerned, it 
was August 7, I think. 

Mr. Drnceti. I want to apologize to the Chair, but I do want to 
ask these few questions. 

Mr. Wricurt. I guess it was August 14, and August 20, probably. 

Mr. Dincety. Of 1956? 

Mr. Wrieut. In this particular plan of action; that’s correct. 

Mr. Dinceui. That is the first date that this was given. 

Now, these exemptions give the oil companies the power to pool 
information. 

Secretary Brownell discussed this matter at one point, and in his 
testimony he said that a number of the companies which came into 
MEEC were also previously involved in a Government antitrust suit, 
giving the figures, five members of the committee were principal de- 
fendants in the Government oil cartel suit. Is that a true statement? 

Mr. Wricut. I assume it is quite accurate. 

Mr. Dinceti. And he said that six members are alleged to be co- 
conspirators. Is that antitrust suit still in effect? 

Mr. Wrieur. I believe it is. 

Mr. Dinceix. And the basis of that suit is alleged pooling of the 
world market, isn’t that right ? 

Mr. Wricnt. That is my understanding. 

Mr. Dineeti. And that pooling of the world market is based on 
precisely the information which is permitted under the exemptions in 
this present agreement, isn’t that right ? 

Mr. Wricur. The information, as I understand it, that the Middle 
Kast Emergency Committee was particularly interested in was in- 
formation as to availability of oil, the whereabouts of tankers, things 
of that sort. 

Now, so far as the participants in the plan are concerned—so far as 
the action of the participants in the plan are concerned, none of their 
actions has any immunity unless it is taken under one of the schedules 
that are issued and approved under the plan. 

Mr. Dinceyi. But even so, let us say this information could be ap- 
proved under the schedules and in the plan, isn’t that right ? 

Mr. Wricutr. The information isn’t—it is the actions of the com- 
mittee or the actions of the participants pursuant to the schedules 
that have the immunity. 

Mr. Dincett. Would not the collection and pooling of this informa- 
tion be a violation of the antitrust laws ? 

Mr. Wricut. Well, I am no antitrust lawyer. I think that the At- 
torney General in connection with the amendment to the plan on May 
8, said that the collection of certain types of information by the For- 
eign Petroleum Supply Committee was undesirable from the antitrust 
point of view. 

Mr. Dineevx. And, in fact, he opposed the same thing in here, in the 
MEEC agreement, isn’t that right ? 
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Mr. Wricut. The Department of Justice suggested, and the pro- 
vision was written in, a limitation on the discussion of individual com- 
pany estimates, unless the Administrator found that that restriction 
no longer served the public interest or a substantial Middle East petro- 
leum stoppage occurred. 

Mr. Dincet. The ee I make then is this: Has not the Govern- 
ment under this MEEC agreement given these oi] companies which 
are involved in this oil cartel suit licenses to proceed to do precisely 
the same thing insofar as pooling of operational information, that 
they had been ‘doing before and which was in part responsible for the 
bringing of this oil cartel suit? 

Mr. Wricur. I find it a little difficult to grapple with that question. 

Mr. Drncett. Would you say that that is not a fair statement then / 

Mr. Wricur. Well, it is not my understanding of the plan of action 
that—let us suppose that any two participants conspired to divide 
markets or something like that—conspired to perform an action that 
was clearly in violation of the antitrust laws, it would still be a viola- 
tion, assuming that it did not fall under the schedule. 

The Crarrman. I think, Mr. Dingell, if I might say so, this is a 
very appropriate line of questioning, but I am afraid we have the 
wrong witness. 

Mr. Wricur. I Se you have. Thank you, Mr. Harris. 

The Cuatrman. I do not want to cut you off, but I do believe that 
he would not be in a position to give the inside information on it, and 
you would not want him to m: ake a statement for the record that he 
later would have to change. 

Mr. Drneriu. I do not want. to prolong it any longer than I have 
to, but it appears to me where the Department of the Interior takes a 
leading position in the formation of the program, which it did, I think 
they ought to come in here prepared to tell us what the effects of those 
things are, particularly in the light of the fact that they have given 
e xemptions under the antitrust law. 

The CHarrMan. The only thing about it was the antitrust suit that 
you were questioning about, in the district court. 

Mr. Wrieut. Schedule No. 1 which was issued under the plan of 
action—the schedules permit certain categories of action, the schedules 
comprise certain programs. 

Schedule No. 1: 


The measures that constitute the program that is covered by this schedule are 
I will read as much as you want but I will just read one item— 


the diversion to Western Europe and other affected areas of petroleum supplies 
moving and which would otherwise move from the Persian Gulf to the United 
States east coast and the substitution therefor of petroleum supplies from West- 
ern Hemisphere sources. 

That is the sort of thing that the schedules themselves—that is the 
sort of program that the schedules themselves comprise. It is only 
actions taken in furtherance of such programs that would—— 

Mr. Drnceti. Let me agree with you. IT understand the point. Only 
the actions pursuant to the schedules would be exempt. 

But wouldn’t it be fair to say that giving the oil companies the power 
to even compile this information would be making it easier for them to 
violate the antitrust laws later if they presumed to do so, because 





th 
cu 


yc 


fc 
di 
ti 


~- 


'O- 
m- 
on 
"O- 


ch 
ly 
at 


he 


yn. 
4 
Ol 


de 


of 


eS 


es 
pd 
3t- 


= 


PETROLEUM SURVEY 177 


the basis of this previous suit was dividing of the world market, and 
cutting up the pie, so to speak. 

Mr. Wricur. Well, I suppose that I would be compelled to answer 
your question, yes, if these oil companies want to violate the laws. 
~ Mr. Dincetx. I want to thank you very much. I want to apologize 
for having delayed the proceedings here, Mr. Chairman. I hope some- 
day we will have a chance to pursue this particular point of the ques- 
tion further. 

It appears to me there is something to be explored by this committee. 

The Cyarrman. That is all right. Yes: I am sure that the gentle- 
man iscorrect. And I hope that can be done. 

The only point that I raised a moment ago, the reference to the anti- 
trust suit which he does not cover. The other part, of course, is entirely 
appropriate. 

Mr. Dinceti. Thank you. 

The Cuarrman. Again, thank you very much, Mr. Secretary and 
your associates that are with you. 

Mr. Wormser. Thank you. 

The CHarrMan. We again apologize for keeping you so late. You 
do not have to come back this afternoon. 

Mr. Wormser. Thank a lot. 

The Cuarrman. We will not adjourn until 10 o’clock in the morning. 

(Whereupon, at 1:35 p. m., the committee adjourned, to reconvene 
at 10a. m., Friday, February 15, 1957.) 
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FRIDAY, FEBRUARY 15, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 1334, New 
House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuarrman. Let the committee come to order, please. 

We are greatly honored this morning to have with us our beloved 
and distinguished Speaker, who, as is ‘well known, was chairman of 
this committee for a good many years, at a time when a lot of legisla- 
tion that is now on the books was prepared and passed through this 
committee and adopted by the Congress. 

The Speaker, of course, is well known to this committee. 

Mr. Speaker, we are honored by your presence this morning. I am 
sure that you know as much about the problems of this committee as 
any other member, in fact, probably more about it than anyone in 
Congress. 

I might state in passing, that as you will look over the roster of this 
committee you will find only one member that served on this commit- 
tee with you who is still with us and that is our distinguished friend, 
Mr. Wolverton. 

The rest of us are new since you left. 

But so far as I am personally concerned, and I am sure I can 
speak for all of my colleagues, we have tried to carry on under your 
leadership and direction with the same spirit that you left with us. 

We have as our witness this morning General Thompson of the 
State of Texas with the Texas Railroad Commission. 

The subject matter for consideration is the petroleum problem 
as it affects our domestic supply and demand. 

We are, of course, all familiar with the effect that the Middle East 
crisis has had on our program here at home and the problems that have 
come with the closing of the Suez Canal and the so-called oil lift to 
Europe. 

In the course of these hearings thus far a great deal has been said 
about. regulatory commissions of various States. There has been a 
great deal of publicity on it. 

And in view of the crisis which has been referred to that developed 
from the oil lift to Europe and the responsibility in connection with 
the program it was felt that General Thompson, long with the Texas 
Railroad Commission could, at least, clear up some ‘of these matters 
and would help make the record. 

The Speaker is a longtime friend of our witness this morning. We 
are glad to have you, Mr. Speaker, back with us and to present the 
witness to us this mor ning. 
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STATEMENT OF HON. SAM RAYBURN, A REPRESENTATIVE IN 


CONGRESS FROM THE STATE OF TEXAS, AND SPEAKER OF THE 
HOUSE 


Mr. Raysurn. Mr. Chairman, first let me say what a great pleasure 
and privilege it is to be back in this room. Some of the h: applest and 
most fruitful years of my life were spent in these rooms here working 
with a great committee. 

[ am happy to know that my old friend Charlie Wolverton is still 
here. And I still think it is the greatest legislative committee that 
the Congress has created. 

It has s brought forth legislation of far-reaching and tremendous im- 
portance. But that is not what I came here to do. 

The witness this morning is a longtime friend of mine. In my 
opinion, he knows more about oil than any other man in the world. 
And when he speaks to you I think you will understand, as I do, that 
he speaks in frankness, he makes no statement that he cannot back 
up. If he is asked a question that he does not know the answer to, 
he will say so. 

And after he talks tod: ay he will not be coming back later and saying 
that he had the wrong information when he spoke before this com- 
mittee. 

So. it is my high privilege and my great pleasure to present to you 
Ernest O. Thompson, of the Texas Railroad Commission. 

The Cuamman. General Thompson, we are glad to welcome you 
back to this committee. 

Mr. Worverton. Before the witness testifies may I make acknowl- 
edgement of the fact that it was my privilege to have served on this 
committee at the time our distinguished Speaker was the chairman 
of this committee. 

The manner in which he conducted the work of the committee was 

such that it made a very great impression upon me as a new Member 
of Congress. It was, as you have stated, an inspiration to all be- 
cause it was evident from every act and word of his administration 
that there was only one objective in his mind, that was, to make certain 
that. the legislation that was passed by this committee would be the 
kind of work that would promote the welfare of our Nation and our 
people and be the kind to which the closest scrutiny could be given 
and then would have been found to have been based upon proper legal 
principles. 

In this connection, may I say that notwithstanding the importance 
of the legislation that was passed by this committee during those early 
days of the Roosevelt administration when our distinguished Speaker 
was chairman of this committee, that of all of that ‘legislation as it 
relates to the regulatory bodies of our Government, not one act that 
was approved by this committee and passed by the Congress and 
heeame a law has ever been challenged as to its legality. 

I think that not only is a splendid record to have, but also to give 
thought to realize the care that was given to it was of such a char- 
acter that it has served the test of time and certainly has justified the 
passage of the legislation. 








(N 
[E 


re 
nd 
ng 


ill 
lat 


m- 


ny 
Id. 
at 
ick 


to, 


ing 
yIn- 


you 
you 


wl- 
this 
nan 


was 
iber 
be- 
tion 
tain 
the 
our 
ven 
egal 


ance 
arly 
aker 
is it 
that 
and 


ove 
har- 
| the 


PETROLEUM SURVEY 18] 


Furthermore, Mr. Chairman, may I say that not only is it a pleasure 
to welcome our Speaker, the former chairman of this committee, to 
be present today, but I think it is the first time he has been here since 
he was the chairman of the committee and that brings an added 
pleasure to be present, too, and to be able with others to welcome him. 

I might speak with reference to the witness who is now before us 
and of whom the Speaker has spoken so well and so properly, as to 
his ability and his integrity. And I base my estimate in that respect 
upon the fact that it has been, my privilege to have known Colonel 
Thompson, now General Thompson, over all of the years that I have 
served on this committee. 

My mind, naturally, goes back to my first meeting with him which 
was a time when we had before us the matter of the prosecution in the 
Hot Oil case and a special committee was appointed and Congressman 
Cole of Maryland, now Judge Cole, was the chairman of it. 

It was my privilege to be on that committee and in that. way became 
associated with General Thompson in that early day. 

Through all of the years that have intervened he has testified be- 
fore this committee on every important matter affecting petroleum. 
We have always sought his opinion and his advice and we have 
welcomed him in the past on every occasion that he has been here. 
We.are glad to welcome him and have the benefit of his long service 
on this very important question. 

The Cuarrman. Thank you, Mr. Wolverton. 

Did I see the majority leader of the Senate come in? Senator John- 
son of Texas. 


STATEMENT OF HON. LYNDON B. JOHNSON, A UNITED STATES 
SENATOR FROM THE STATE OF TEXAS 


Senator JouNnson. Iam here but for just a moment. 

The CHarrMan. Would you please not hide yourself back there in 
the audience? Do you mind coming up and having a seat beside the 
Speaker / 

Senator Jounson. Thank you very much. I will be very happy to 
sit here. I have Mrs. Johnson with me and we have to leave soon. We 
wanted to come here in respect to General Thompson. 

Lalways learn something from him when he comes here and I wanted 
to hear his statement. 

The Cuatrrman. We want to extend to you, also, a cordial welcome 
to this committee. We are very glad to have you with us, and also 
note the presence of your lovely and charming wife. 

Senator Jounson. We are very grateful for those remarks. 

The Cuarrman. At this time we might also note the presence of 
other colleagues here, Mr. Thornberry of Texas, who was a member 
until he went to the Rules Committee, and Mr. Frank Ikard from 
Texas, who is also present with us today. 

We are glad to welcome our colleagues who are interested in this 
subject. 

General Thompson, you have been before this committee before. 
Will you give your full name and position for the record ? 
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STATEMENT OF GEN. ERNEST 0. THOMPSON, TEXAS RAILROAD 
COMMISSION 


General THompson. My name is Ernest O. Thompson. I am a 
member of the Texas Railroad Commission, which is an elective body 
consisting of 3 members, 1 being elected each 2 years for a term of 6 
years. I have served on the commission continuously since 1932. 

The Cuarrman. We are always glad to extend a welcome to you. 

General THompson. Thank you. 

The CHarrMan. So we give you an opportunity at this time to make 
such statement as you desire. 

General Tuomrson. I have stated my name and my position. I come 
here at the invitation of the chairman to answer such questions as 
might come to the committee’s mind. 

First, I would like to say how much I appreciate the presence of the 
Speaker, my good friend, I have known all my life, and Senator and 
Mrs. Johnson and all of the other people who have said these nice 
things. I deeply appreciate what has been said. 

And Mr. Wolverton has been through all of this experience with me 
from the time we had too much oil until the moment now where it is 
being talked about not having enough. So the evolution is complete. 

I am glad to learn that our Government was requesting that refinery 
runs be reduced and the cut of the throughput be changed to make less 
gasoline per barrel of crude. This will help to work off gasoline stocks 
and replenish residual oils to send to Europe. 

I am glad, also, to learn that Dr. Flemming has directed a study to 
be made of the sending of Venezuelan crude directly to Europe instead 
of bringing it here and then loading the ships up and sending it to 
Europe. 

Also, just a week ago, I am glad to announce that we were able—— 
just 1 week ago——to get pipeline proration into Texas. It has been 
besetting us for a number of years. 

People would not buy the allowable that we set because is was too 
much. 

Unconnected wells: I am also glad to state there is great progress 
being made in connecting up the unconnected wells of our State. 

A month ago we had 8,344 unconnected wells in the State. We hear, 

also, that many new pipelines are being constructed. And I think that 
is quite important to our national security that we make a reappraisal 
at this time of our “arrying capacity for our own national secur ity be- 
cause the incident in Suez brings strongly to our mind things we have 
said many times before this committee, -and other committees, that we 
cannot depend upon foreign crude for our national security. 

We should be sure that we can move all of the oil we can produce 

each day at the most efficient rate in pipelines to the places where it 
could be needed. 

It will be recalled that come War II, we had to build the Big and 
Little Inch line after the war started. 

I think that this inquiry you are making is timely. 

I listened yesterday to the testimony of Mr. Wormser and I was 
glad to get the feeling that the crisis was melting away. And I took 
a good deal of pride and happiness and satisfaction that the judgment 
of our commission seems to have been vindicated in that we did not 
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jump in suddenly and raise the allowables to the point where we could 
oo move the oil because to have done so would have been idle. 

We have at this moment great quantities of gasoline on hand, far 

ater than needed. And there is a great reluctance, I under stand, 
on the part of the people in Europe to take gasoline because, as I under- 
stand it, they want to keep their refineries going. I suppose that 
would mean even at the cost of shutting ours down. 

[have every feeling of sympathy and kindliness to Europe, knowing 
those countries well, having been there in two wars and in the army 
of occupation in the first war. 

But, also, I would like to call attention to the fact that this morning’s 
figures show that crude in stocks as of today are 253,991,000 barrels, 
which is just 1 percent below what it was a year ago, 1.5 percent, which 
isnot alarming. 

One hundred and ninety-nine million, eight hundred and ninety-five 
thousand barrels of gasoline, which is 12,97 77,000, or 6 percent more than 
we had a year ago at this time. 

Distillate stocks stand at 93,516,000 barrels, which is 12,947,000 bar- 
rels, or 16 percent more than we had on hand a year ago. 

Kerosene, 23,614,000 barrels, which is 3,545,000 barrels, or 17 percent 
more than we had on hand a year ago at this time. 

Residual, 37,042,000, which is down 685,000, which is normal at this 
time of the year. 

Total crude and products stocks above ground stand at total of 
608,058,000, or 23,865,000 barrels, or 4 percent more than we had a year 
ago. 

Refinery runs as of last week, 8,119,000 barrels, up 103,000, or 1349 
percent. 

So still the refineries are getting more crude through their stills than 
needed. 

I think that is explainable in this way: The refineries added a mil- 
lion-barrel capacity after World War IT as a standby for any emer- 
gency that might come, but the temptation is so great, once these 
facilities are built and the stills are fired up, that the refinery wants to 
run full capacity and make as much gasoline as it can, because once 
the still is heated the only additional cost is the cost of the crude itself. 

These refineries, as I understand it, all got appreciated depreciation 
for their standby facilities. Instead of Jetting them stand by, they 
are running them full tilt. 

Tam not alarmed about the situation at all. We have proceeded with 
caution, very carefully in our State. 

And when this crisis came on, as we all know, in October and Novem- 
ber the Texas Railroad Commission increased the allowable 72,986 
barrels per day. 

In December we increased it 75,503 barrels. 

In January we let it stay at the same as it was in December. 

And in February we increased it 92,970 barrels per day. A total 
increase since the Suez incident of 241,459 barrels per day. 

And in addition thereto new wells have been coming in that average 

each month per calendar day when totaled out between 25,000 and 
30,000 barrels per day. 

So Texas has contributed as we saw the need and our statute says 
specifically that we shall consider not only crude on hand, but all 
products because products are nothing but converted crude. 
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So we have tried carefully to follow our statutes because we believe 
that we are a Government of laws and not a Government of men. 

We proceed in our hearings in an orderly manner. Due notice is 
given. Hearings are held under oath, witnesses are cross-examined 
thoroughly. A record is made. We make findings of fact and con- 
clusions of law. And from that we base an order. I believe that is all 
Ihave to say. 

The Cuarman. General Thompson, one of the purposes of these 
hearings when they started was to review some of the problems of the 
situation and some of the jurisdiction of this committee. 

Not only is this so as to the Federal Government but we think that 
the problems of the industry and the State governments are important. 
And we’d like to have at least a small knowledge of some of those prob- 
lems in connection with the whole problem. 

We have a good many new members of this committee now, many of 
whom have never had the opportunity to meet you or an oppor tunity 
to become familiar with your responsibilities or the responsibilities 
of any of the State commissions. 

Would you, therefore, br iefly tell us this morning something about 
the history of the railroad commission, its res onsibility under the 
laws of the State of Texas and as they are applic able to the Federal 
problem as a whole. 

General THompson. Our commission, as I have stated, is called the 
Railroad Commission of Texas. It was created in 1891. And the first 
chairman was John H. Reagan, who was co-author of the Interstate 
Commerce Commission bill up here. 

John H. Reagan resigned from the seat in the Senate to come to 
Texas and become the first chairman of the railroad commission in 
1892. 

At that time the railroad commission had the duty of holding the 
traffic scales in fair balance and superintending : and supervising the 
issuing of bonds for the building of railroads. 

That matter was pretty well in hand when it became necessary to 
regulate the trucks and buses. 

Our legislature is a very careful one, about spending money, and 
instead of creating a new board, burean, or commission, they simply 
said: 


































The railroad commission does not have much to de—we will let them regulate 
the trucks and buses. 

So we had that additional duty handed us at that time. 

When the gas utility regulation came along they decided that the 
railroad commission didn’t have much to do. So they gave us that 
job in addition. 

And then when it became necessary to regulate oil and gas produc- 
tion, called the conservation agency, they said, “Well, the railroad 
commission is sitting over there doing nothing.” So they just gave 
us an additional job of enforcing the conservation laws of our State 
which went into effect in 1918, and which were brought up to date 
after east Texas was discovered, and we found the need for more 
specific statutes, 

Our legislature had four special sessions called in 1932, 1933, and 
1934, called for the express purpose of perfecting the oil and gas ean 
servation statutes. 
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It was at that time that I had the great pleasure of meeting Con- 
gressman Wolverton and Judge Cole and the others who came down 
and visited us in east Texas. 

There we had discovered a great oil field, at that time the greatest 
oilfield in the world. And the great overproduction was so terrible 
and terrific that new statutes were necessary in order to keep the reser- 
voir pressure from being dissipated. 4 

And these statutes which were passed at that time defined all of 
the different forms of waste that we were supposed to prevent but 
summed up in one word they simply mean the conservation of the 
reservoir energy that brings the oil to the well bore and up to the sur- 
face of the earth. 

We found in east Texas, for example, to illustrate in a word where 
they expected to get 1 billion barrels of oil by regulating the flow to 
the pomt where the bottom hole pressure or the pressure in the reser- 
voir did not diminish, we have already been able and have produced 
3,600 million barrels from that field and the pressure is now 18 pounds 
greater than it was 10 years ago. 

Simply with the pressure drop we reduced the rate of flow. These 
wells were capable of producing wide open as much as 30,000 barrels 
per day each. 

But if we had allowed that to go on the pressure would have long 
since dissipated itself and played out and the field would have been 
long since depleted and gone. 

But they tell us now, the experts do, that in addition to the 3,600 
million barrels we have already recovered, we will probably get a 
billion and a half more, which will be in excess of 5 billion barrels 
where 1 billion was expected. That is the type of work that the Com- 
mission does. 

We have 12 offices in the State—district offices—located in the fields 
and each month we ask the purchasers of crude to send in 5 days be- 
fore the hearing which we have once a month, written nominations of 
crude that they wish to buy. 

We total those up and publish those figures ahead of the hearing 
and then at each hearing which is called with due notice, 10 days’ 
notice, the nominators must come in person and under oath substan- 
tiate and explain their nomination, so that we may ratably and fairly 
distribute the total allowable over all of the fields of the State, field 
by field, and within the field so that each well can get its pro rata share 
of the allowable for that field. 

We have in the State at this time 173,459 wells in 5,714 fields. The 
order comes out each month about that thick m very small type, but 
each man know what his allowable is for each and every well. 

And the allowable is how much he is permitted to produce. He must 
then certify and fill out an affidavit on the well that oil was produced 
from, and that affidavit or bill of health, we call it a tender, goes with 
the oil to the refinery, then we test the throughput of that refinery 
against the crude to see how much gasoline should come from that 
much erude. 

That was all done to prevent hot oil movements. 

The Congress of the United States helped us greatly in providing 
the Connally hot oil law, which says that transportation of crude 
oil or products produced or manufactured contrary to State law may 
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not cross State lines similar to the Dyer Act on stolen automobiles— 
that is the Connally hot oil law. 

That came about because one day over in the field we had for- 
bidden 21 trainloads to move. The railroad law yers came up to the 
office and said, “We want to obey the commission’s orders but we also 
are under a thousand dollar a day penalty from the Interstate Com- 
merce Commission unless we move this oil.” 

So I said, “We will try and work this out for you.” 

Wesent a telegram to the President of the United States, Mr. Frank- 
lin D. Roosevelt; explained the situation. He issued an emergency 
order, which said just what we wanted him to say, that oil produced 
contrary to State law should be interdicted or refused interstate com- 
merce. 

That cleared the railroads from the penalty. And then Senator Con- 
nally followed it up with the Connally Hot Oil Act. That explains 
the tie-in. 

We have applied that same principle to all of the fields of the State, 
so that every field in the State is prorated and given its fair share to 
the end that the reservoir energy which God Almighty put down in 
there to raise this oil shall not be dissipated. I believe that tells 
the story. 

The CHatrman. A very fair explanation, General. Would you 
elaborate just a little further on the factors which you consider in de- 
termining what the allowables will be for each field or each well? 

General THompson. The first consideration, the most efficient rate, 
we call it MER, the engineers do, but it simply means the most effi- 
cient rate and the MER of an oil well is that rate that you can lift 
the oil with the least dissipation of the energy in the reservoir. 

We test after six wells have been drilled in a new field, we test that 
field to get producing characteristics, to find out whether it is a gas 
drive, or water drive and gas expansion. 

And then we test it at different rates of flow by a choke in the well 
and prescribe that rate of flow that will cause the least drop in the 
reservoir pressure of the least gas-oil ratio produced with the oil. 

Gas-oil ratio means the amount of gas for each barrel of oil. And 
we try to achieve the ideal. Our maximum is 2,000 cubic feet of gas 
per barrel of oil to lift. 

And if a field has greater ratio than that we penalize the oil produc- 
tion at a ratio of 2,000 cubic feet to 1 barrel of oil. If it is 4,000 to 1, 
it gets half as much in barrels, because it dissipates the gas. 

Then we require the gas that comes up with the oil to be captured 
and retained, run through a gasoline plant where they make natural 
gasoline and propane and butane and all of the other tanes. 

And then after the gas is dried of all of its liquid, it is then sold 
to a pipeline for light and fuel. 

We used to have great flaring in our oilfields like you have seen, 
all of you, but now we have got it all stopped except perhaps 4 per- 
cent, and those wells are so far removed from the pipeline that to re- 
quire them to save that gas would cost more than the gas would be 
worth. 

And we have found we cannot require a man to do something that 
the doing of would cost more than he realizes. 

We have had about 590 cases at the courthouse—we lost 480 of 
them before we ever won 1. So new was the technique of conserva- 
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tion, the owners of the property felt they could do what they pleased 
with their property. 

But I am happy to say we stand now without a single lawsuit pend- 
ing in the oil and gas division. We have one truck case, some fellow 
suing us for a permit we denied. 

But we have no oil or gas case pending at this time. 

The Cuarrman. Would you mind telling the committee, General 
of course, we know you started as a very young man—how long you 
have been with the Texas Railroad Commission ? 

General THompson. It will be 25 years June 2. I took it as a tem- 
porary job. _ [Laughter.] 

But it is very intriguing and interesting work. I have no oil, by 
the way, no interest and no stock in any oil company. 

The Cuarrman. Mr. Mack, any questions ? 

Mr. Mack. General, I think you realize as all of us know, that you 
come with the reputation as introduced by the Speaker of the House. 

General THompson. I appreciate that—that I deeply appreciate. 

Mr. Mack. I enjoyed having had you before and glad to have you 
here this morning. 

I have concluded from your statement this morning that the Texas 
Railroad Commission has had some very unjust criticism from the 
press, and so forth. 

General THompson. We are accustomed to it. 

Mr. Mack. I understand that your feeling is that there is an ade- 
quate supply of oil in the country. 

General T'Hompson. More than adequate; yes, sir. 

Mr. Mack. And that the problem today is one of transporting or 
arranging for this oil to be sent to areas where it is needed; is that 
correct / 

General THomrson. That is correct; yes, sir. 

Mr. Mack. Then yould you care to express an opinion as to why the 
price of oil was increased in the last few weeks ? 

General THomprson. Why? 

Mr. Mack. How would you explain the increase in the price of fuel 
and oil in the last few months ? 

General THompson. We have nothing to do with price. We are for- 
bidden to consider economics; purely physical waste. I know nothing 
about price. 

Mr. Mack. And you would not care this morning to express any 
kind of an opinion as to why the price—I realize that you do not con- 
trol the price. 

General THompson. That is right. 

Mr. Mack. You prefer not to express an opinion as to why the price 
has been increased ? 

General THompson. I find it better to stay with my knitting. 

Mr. Mack. I have no further questions. 

The Cratrman. Mr. Wolverton. 

Mr. Wotverton. Does the question of supply and demand determine 
in any way the price of oil? 

General THomprson. Well, the basic law of economics; yes, sir; yes, 
sir. 

Mr. Wotverton. In other words, if it is in short supply that would 
have a tendency to increase the price? 
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General THomeson. That is the law of economics, I am sure, Mr. 
Wolverton, well known. 

Mr. Wotverton. Did the reduction in allowables in the State of 
Texas have a tendency - increase the price / 

General THomeson. I do not feel that way at all. We didn’t reduce 
the allowables. 

Mr. Wo tverton. I understood. 

General THompson. No, sir; we have increased it. 

Mr. Wotverton. That there was a reduction / 

General ‘Tnompson. No, we increased it 72,986 in November. We 
increased it 75,503 in December. 

In January it was the same as December. 

We increased it in February 92,970. 

A total increase of 241,459 barrels since Suez. That is in Texas: 
241,459 barrels. 

Mr. Wotverron. I don’t know how I got the impression then that 
there had been an order made that reduced the allowable in Texas. 

Have you been aware of such statement having been made ?/ 

General THompson. I have seen many misstatements in the press. I 
think they were a lack of understanding—nost of them. 

Anyone could have gotten the figures if they had asked us for them, 
We publish them all of the time. 

Mr. Wotverron. The other day while a Federal witness was before 
us, I asked him what I thought was a very simple question, whether 
the Suez situation was responsible in any respect for the increase in 
price of oil to consumers, and I was astounded to hear him reply that 
he could not tell me, that it was against the policy to make any state- 
ment on his part as to the price of oil. 

Are you handicapped in any such way as that / 

General THompson. No, I am not hobbled in any way, handicapped 
by anything. Muzzled, I believe, was the word. 

Mr. Wotverton. What, in your opinion, was the effect of the clos- 
ing of the Suez Canal with respect to the increasing of the price of 
oil, gasoline to the consumers / 

General THompson. What effect would the closing of Suez have on 
the price of crude / 

Mr. Wotverton. Yes. 

General THompson. In what place? 

Mr. Wotverton. In the cost to the consumer. 

General THompson. Here in the United States? 

Mr. Wotverron. Here and in Europe. 

General THompeson. Well, I am not informed about Europe. Ex- 
cept I did read in the paper that they had raised the price of gasoline 
20 cents a gallon in England. 

Mr. Wotverton. Had raised it 20 cents! 

General THompson. Yes. It is 80 cents a gallon, as I understand it, 
now. 

Mr. Worverron. I realize that you may not have definite figures 
with respect to Europe as you will have in your own work here in 
Texas, but with your knowledge of the subject over such a long period, 
would you be able to appraise the situation sufficiently to say to what 
extent, if any, the closing of the Suez Canal explains the increase in 
the price of oil ? 
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General Tiromrson. Well, I do not believe that the closing of Suez 
would have any effect on oil in Texas, but we do not get any oil in 
Texas from Suez. We furnish the oil from our own wells in ample 
supply. 

We have been furnishing it so amply that up until a month and a 
half ago several companies were only taking 75 percent of what we 
allowed to be produced. And one company was only taking 50 per- 
cent. 

And only last week did that 50 percent company agree to take the 
whole allowable. 

You see, we cannot make anybody buy or sell. We just say how 
much may be produced. 

Mr. Wotvertron. Since the closing of the Suez Canal, has the amount 
of Texas oil transported to Europe increased or decreased ? 

General Thompson. It has increased appreciably, liftings have been 
quite large in volume. 

Mr. Wotverron. Would you be able to give us the figures ? 

General Tuompson. No, I do not have the figures. We do not have 
any record on liftings, Mr. Wolverton. 

Mr. Wotverron. Do you have any information with respect to the 
amount of crude that has been imported into the country 

General Tnomrson. Yes. The rate. 

Mr. Wo.tverton. Since the Suez closing as compared to that which 
was imported previously 4 

General Thompson. Yes, sir; the alltime high was 3 or 4 weeks 
ago, 1,600,000 barrels a day. And each day in February the forecast 
for imports is 600,000 barrels of crude per day. 

The average for the past 4 months has been 1,340,000 barrels per 
day crude and products imported into this country. 

Mr. Worverron. What have been our exports during that same 
time / 

General Tuomeson. We have been sending about 450 a day—around 
450,000. 

Mr. Wotverron. That isthat of crude or products ¢ 

General Trompson. Crude and products. I do not know the break- 
down. I have seen no breakdown of the lift to Europe in any paper. 

Mr. Wotverron. Has the cost of the crude that we have imported 
increased since the closing of the Suez Canal ? 

General Trompson. I really do not know except tanker rates have 
gone up appreciably. 

Mr. Wotvertron. Do you think then 

General THompson. The hauling. 

Mr. Wotverron. That has been a determining factor in increasing 
the cost ? 

General THomeson. The tanker rates / 

Mr. Worverron. Yes. 

General Tuompson. It certainly would have an effect, Mr. Wolver- 
ton. ‘Tanker rates were very low. The maritime rates are posted. 
And at one time they were moving oil as cheap as 40 percent of the 
maritime rate—the rate posted by the Maritime Commission. 

I Sailoretana now that they are 214 times. But most of these long 
charters are fixed by contract, for a long period. 

Mr. Wotvertron. Do you know what factor would be accountable 
for the increase of the tanker rate ¢ 
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General THompson. The demand, I would say. 

Mr. Wotverton. When you speak of demand—— 

General THompson. For tankers. 

Mr. Wotverton. Is that due to demand in this country or in 
Europe? 

General Tromrson. Overall—tankers seldom get a two-way haul, 
Generally, it is a one-way haul. 

Mr. Wotverron. Then I gather from what you have said that the 

rates, the tanker rates have increased to E urope as well as to this 
country ? 

General THompson. Everywhere, yes, sir, except those that are 
under long contracts. 

Mr. Wotverton. Do you have any information whatsoever on the 
question of the percentage of increase of crude here in America or in 
any products? 

General THompson. Percentage of increase in the price ? 

Mr. Wotverron. Yes. 

General THomrson. There was a price increase of 35 cents a barrel 
put into effect about a month ago, by the Humble Oil & Refining Co. 

Mr. Wotverton. You are speaking of crude? 

General THompeson. Crude, yes, sir. But some of the companies 
raised it 35 and then cut back to 25. 

Mr. Wotverton. Would you be able to give the committee any opin- 
ion with respect to what c aused that increase of price? 

General Tromprson. Only what I would be reading in the papers. 

Mr. Wotverton. On the basis of whatever may be the source of 
your information, would you tell us what would be the reason for the 
increase ? 

General Tromrson. Additional cost of steel and materials of every 
kind and labor costs. Those were the ones cited. 

Mr. Worverton. Has that gone up appreciably since the Suez 
Canal? 

General THomrson. I am not informed on what happened since 
Suez. I knew about this price. 

Mr. Wotverton. You don’t know whether that price increase would 
have been justified at an earlier date than that when it was announced. 

General THomrson. Well, if I had to give an opinion, I'd say it is 
long past due. 

Mr. Wotvertron. How long past due would you feel that it had 
been ? 

General Tnompson. The last price increase was in 1953, I believe 
it was. 

Mr. Wotverton. Was there any significance in the fact that the 
price increase did not come until after the Suez Canal- 

General Tuomeson. Not to me. 

Mr. Wotverton (continuing). Closing had happened? 

General THompson. Not to me, sir, but we had ample crude in 
Texas. That is where the increase came, in Texas. 

Mr. Wotverron. Evidently then, you have been looking for an in- 
crease for some considerable time 2 


General Tromrson. No, sir; I was not looking for it up or down. 


Mr. Wotverton. Then you were not surpri ised when it came 
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General THompson. Well, I didn’t get any thrill one way or the 
other [laughter] since I had no interest in oil. I didn’t mean to be 
facetious. 

Mr. Wotverton. You what? 

General Trompeson. I didn’t mean to be facetious. 

Mr. Wotverron. I didn’t know you were facetious. [Laughter. | 

General TuHomrson. I didn’t mean to be. 

Mr. Wotverron. That is one of the most serious things you have 
said. 

Then you do not see in the foreseeable future any possibility of there 
being a decrease in the cost to the consumer ? 

General THompson. I don’t have any crystal ball at all. 

Mr. Wotverton. Has there been any decrease announced since Hum- 
ble has made their announcement of an increase ? 

General Tuompson. Yes; I have stated a while ago some of the com- 
panies raised and met Humble’s increase of 35, have since cut it 10 and 
12 cents. 

Mr. Wo tverron. Is that because the price of steel and all of these 
other products have gone up or down? 

General THomrson. I don’t know a thing about it. I don’t know, 
sir. Just what I read in the paper. We have nothing to do with it, 
Mr. Wolverton. 

Mr. Wotverton. I understand that except from the standpoint of 
supply and demand, if the demand is greater than the supply, that 
naturally does have an effect on price, does it not ? 

General THomprson. We have an ample supply in Texas. 

Mr. Worverron. I have no doubt about the supply. 

Are you speaking of it from the standpoint of the allowable or what 
isthe proven resources ? 

General Tnompson. Our statute provides that we shall ascertain the 
market demand each month taking into consideration stocks of crude 
and products, together with the willingness to buy. 

We add all of those nominations up and distribute those allowables 
all over the State, as I explained earlier. 

Mr. Wotverton. Well, I, of course, make a contrast that probably 
is not justified, because it would seem to be a bit wrong, that is, as 
to the fact that when we first became associated there had been 10- 
cent oil, so to speak. 

General TuHomrson. Yes, sir. 

Mr. Wotverron. Since that time it has gone up to how much a 
barrel ? 

General THompson. I believe it is 2.85 plus 35—3.10 now—east 
Texas crude is 3.10. 

Mr. Wotverton. Beg pardon ? 

General Tnompson. East Texas is the highest quality crude. I be- 
lieve it is selling at 3.20. It was 2.85, and if it went up 35 cents, that 
would be 3.20. 

Mr. Wo tverton. So it has gone up from 10 cents a barrel when pro- 
duction was unrestrained until it has reacherd $3.20 with production 
conserved, we will say. 

General THompson. At that time. 
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Mr. Wotverton. Might we draw from that that conservation laws 
have not only been helpful in conserving but also in creating price in- 
creases or price stabilization ¢ 

General THomeson. I do not think you could draw that conclusion. 
At the time you are referring to we were producing 740,000 barrels 
a day in Texas. We are now produci ing 3,071,000 barrels per day. 

Mr. Wotverron. Of course, the demand has gone up correspond- 
ingly. 

General Tuomrson. Not in that ratio. 

Mr. Wotverton. Not in that ratio? 

General THompson. Over the whole United States. Our wells aver- 
age 18 barrels a day. Wells in Pennsylvania average four-tenths of 
a barrel per day. The average for the United States is 14 barrels. 

Mr. Wotverton. They have worked themselves out in Pennsylvania 
without regard to conservation because of the long period in which 
they have operated. 

The point I have in my mind is to the effect that conservation laws 
not only are helpful from the standpoint of conserving the oil, but 
they are also helpful in increasing price and stabilizing price. 

General THomeson. I would think as long as you make all of the oil 
that is wanted available you could not say that we were making it 
scarce in order to make it high. 

Mr. Wotverton. No; I haven’t said that you were making it scarce. 

General THompson. I don’t mean you; I mean anyone. 

Mr. Wotverton. I merely draw the contrast between the time when 
it was 10 cents a barrel with no conservation and it is $3.20 now with 
conservation. 

General THompson. We received quite a lot of abuse when it was 10 
cents a barrel for letting it flow unrestrained. And we will probably 
get abused for letting it be conserved. 

So we just follow the statute and do the best we can. 

Mr. Wotverton. And the consumers pay the bill. 

General THompson. You added that, I didn’t. [Laughter.| I buy 
gasoline. 

Mr. Wotverron. I didn’t expect that you would make that state- 
ment. 

General Toompson. Weare not price fixers at all. 

Mr. Wotverron. I didn’t expect you to. The fact that I have done 
so is from the standpoint we do not have any oil in New Jersey except 
what comes to us. 

General Toomrson. We are grateful for you as a customer. 

Mr. Wotverron. I wish that we could benefit by it. 

General THomrson. I think it is a great sense of security for na- 
tional defense that we do have this oil ready to save our country when 
it is needed. 

Mr. Wotverton. No question about it. 

General THompson. I think the Suez incident has proven undis- 
putably the wisdom of conserving ours against the day we may need it. 

Mr. Wotverton. No question about it. 
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If people will look back to our report of this committee at the time 
I was chairman, when we made a study of it, they will find I very 
forceably set forth the dangers that would come in the event that the 
supply from the Middle East was cut off. 

And I projected a possibility that las come about. Because of our 
dependence upon Middle East oil which, when it is cut off, raises the 
question which we are now faced with. 

General THompson. I have those records in my library and they 
have a prize place. And I just cherish them and read them often. 

Mr. Wotverron. But I cannot but say it took some time, maybe, to 
prove the point that I made; but time has ¢ ‘ertainly demonstr: ated that. 

General Trompson. Your wisdom has been proven well, sir. We 
agree. 

Mr. Wotverron. General, it has been a great pleasure to have had 
you before us, and the helpful manner in which you answered our 
questions. 

General Tuompson. Thank you,sir. Very grateful. 

The Craimman. I have a copy of the report which this committee 
filed under the chairmanship of Mr. Wolverton in 1948, in February, 
regarding this particular problem and what this committee said at 
that time which I had intended and wanted to get in the record at 
sometime to call attention to the fact that in the investigation at that 
time we did forsee this problem. And I will find it a little on. 

That refers to the Middle Eastern situation. And I will want to 
read it in the record and it will go in at this point. 

Mr. Roperts. I have just one question. That is, to get into the 
realm of opinions. 

If the plans that are being made now to open Suez and to build 
other pipelines if they fail, can we indefinitely go ahead and step up 
the supply to Europe without danger to our own domestic stocks? 

General Tuompson. I understand that at the present time the job of 
supplying Europe is about 80 or 90 percent on the target. 

In listening to the testimony yesterday, I heard it was only 14 per- 
cent below what they expected, and I read in the paper that they were 
101 percent above the expected target which was 75 percent ‘of the 
500,000. 

We no doubt can continue to do as well or better than we have been 
doing inthe past. It takes a little time to get these movements started. 

And I might say that from what I read and the great progress that 
is reported in the last few days, the success of the oil lift to E urope has 
been amazingly successful. 

All reports to the contrary not withstanding, it looks like the crisis 
is melting away. 

It was probably a newspaper crisis more than it was anything else, 
anyhow. [Laughter. | 

Mr. Ronerts. That is all. 

The Cuatrman. The statement that I referred to that was included 
in the report of this committee in 1948, General Thompson, at the 
time when Mr. Wolverton was the chairman, referred to the para- 
graph about dependence on Middle East as a source of supply. 

This was the (lefinite statement in view of what has happened since. 
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(The report is as follows :) 
[H. Rept. No. 1438, 80th Cong., 2d sess.] 


FUEL INVESTIGATION—PETROLEUM AND THE 
EUROPEAN RECOVERY PROGRAM 


FEBRUARY 27, 1948.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. WOLVERTON, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


PROGRESS REPORT 


For some months the House Committee on Interstate and Foreign Commerce 
has been engaged in a comprehensive study of the Nation’s fuel and energy 
resources. 

In the course of this study, the committee has had occasion to examine in some 
detail into the role played by petroleum products in the European recovery 
program, the reliance that may be placed on the availability of petroleum products 
in sufficient quantities to carry out such a program, and the effect that this part 
of the program may have on the supply of petroleum to meet the demand of the 
United States. Considerations arising from this examination form the basis 
of this progress report. 

While the committee’s overall study is far from concluded, the committee 
has progressed sufficiently to be of firm opinion that as far as our national 
economy and our national security are concerned, no problem looms larger than 
the question of the adequacy of our energy resources. Inasmuch as petroleum 
and associated natural gas are major sources of the Nation’s fuel and energy— 
in the last year or two contributing more than half of the Nation’s total use while 
coal relatively has declined—the demand and supply of petroleum is of tremen- 
dous concern. 

The United States demand for petroleum products has steadily risen over the 
years, reaching a level by 1941 of slightly over 4 million barrels per day. Un- 
precedented military requirements during the war pushed this demand to some 
4.5 million barrels per day in 1944 and 4.86 million barrels per day in 1945. 

Estimates made at the end of the war based upon the falling off of military de- 
mands and on a postwar recovery trend at approximately the prewar rate, now 
have been proved grossly to have underestimated the postwar requirements. 
While 1946 total demand was practically the same as 1945, the use of petroleum 
products in 1947 rose 10.8 percent over 1946 to 5.46 million barrels per day. 
Estimates for 1948, predicated on known limitations of heating and residual oil 
supply, indicate a demand of 5.795 million barrels per day. Other estimates 
place 1951 demand at 6.3 million barrels per day.’ 

The recent and anticipated growth in demand in this country presents current 
problems to the oil industry stemming from not only the overall increase, but 
also the especial growth in demand for middle distillates. The clearest ex- 





1 Report of Economic Advisory Committee, Interstate Oil Compact Commission, December 
5, 1947. 
"9 Ibid., and estimates of SONJ and others before this committee. 
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planation for recent demand can be seen from the following comparison of the 
increases in the numbers of petroleum consumption units: * 


Percent increase 


1947 percent since 1941 
Consumption units in use 194] 1946 1947 meresse Ll 
over 1946 
1946 1947 

Thousands | Thousands | Thousands 
Passenger cars --. 26, 713 26, 901 28, 416 | 5.6 0.7 | 6.4 
Trucks and buses 4, 682 1, 6SO 6, 000 | 5.6 | 21.3 28. 2 
Tractors 1, 783 2, 672 2, 844 | 6.4 49.9 59.5 
Space heaters- 2, 000 3, 035 4, 250 | 40.0 51.8 112.5 
Oil burners 2, 269 2, 673 3, 200 19. 7 17.8 | 41.0 

| 

Units Units Units } 
ese] locomotives ‘ 1, 032 4, 196 5, 281 25.9 | en 411.7 


An indication of the comparative change in types of petroleum products de- 
manded as well as of the growth of total supply is given by the following table: * 
Expansion of petroleum supplies consumed 1941 to 1946 and estimated 1947 


[In millions of barrels per day] 


Percent increase 


1947 percent since 1941 
194] Lee 1947 INCTeASE = e 
over 1946 
1946 | 1947 
1, 903 2, 138 2, 289 | 7.1 12.3 | 20.3 
199 268 297 10.8 34.7 | 19.2 
I 20) 74 877 17.6 43.5 8.7 
1, O89 1, 333 1, 436 7.7 22.4 | 31.9 
stills- 3, 861 4,740 5, 047 6, 5 22. 8 | 30.7 





Until recently this domestic consumption, representing two-thirds of the world’s 
ise of petroleum, in effect has been met by domestic crude-oil production, for 
exports of crude and products generally have been somewhat in excess of imports. 
Currently, the net balance has changed so that imports now slightly exceed 
exports. 

In the consideration of the trends in the petroleum demands of this Nation, and 
the present and prospective sources of petroleum supply to meet such demands, 
the committee constantly has been confronted with the fact that sources outside 
of the United States more and more must be relied upon. United States reserves 
are not limitless, nor can South American reserves be counted upon to provide 
all that is needed to meet augmented United States and world needs. The com- 
mittee has been made increasingly aware of the fact that this means the develop- 
ment and expansion of the Middle East as one of such sources—partially as a 
direct source, but largely as a source for Europe with consequent diminution in 
Europe’s imports from the Western Hemisphere. 

Petroleum, because of the efficiency with which it can be transported in bulk, 
differs from most other commodities in that the petroleum markets of the world, 
except for artificial and imposed limitations, can be supplied with almost equal 
facility from the three principal supply areas of the world, the United States 
Gulf coast, the Caribbean, and the Persian Gulf. The aggregate supplies from 
all three areas are needed to meet the world demands. The three areas are inter- 


* Report of the National Petroleum Council committee on voluntary petroleum allocation 
agreements, Dr. Robert E. Wilson, chairman, January 22, 1948. 
4 Ibid. 
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competitive so that the sources from which the world markets are served tend 
to shift as the availability of supplies increases or decreases in the respective 
areas. The shift to one or the other area can be made readily, provided facilities 
in the various areas have been enlarged sufficiently to handle the expanded trade. 

For these reasons, therefore, examination and study of the supply of petroleum 
to meet United States demand entails thorough consideration not only of the 
demand of the other countries of the world, but also the development of produc- 
tion in the other principal supply areas and of facilities to refine, process and 
transport this production. 

In the committee’s study of the petroleum problem, attention necessarily has 
been given to Europe’s petroleum requirements, and the meeting of these require- 
ments from the various supply areas. The Caribbean in 1946 supplied some 
360,000 barrels per day and the United States 180,000 barrels per day of Europe's 
current requirements. <A shift of such supplies from these areas to the Middle 
East, would permit the quickest and most practical augmentation of United 
States import supplies. 

Presumedly, European demand as well as that of the United States is increas- 
ing. Thus considerations of supplying Europe from the Middle East involve not 
only shift of the present European load on the Western Hemisphere, but also of 
greatly expanded Middle East production 

The European recovery program contemplates just such Middle East develop- 
ment, with larger Eastern Hemisphere refinery capacities to process such crude 
as well as meet the current refinery deficit abroad as evidenced in the processing 
of crude in both South America and the United States for export to Europe. 
Only through the achievement of virtual balance of supply and demand within 
each of the hemispheres can today’s apparent petroleum shortage situation be 
overcome. 

Inasmuch as petroleum is so significant in the recovery program, the committee 
at this time presents this further progress report in connection with its examina- 
tion into the fuel situation with the view of providing assistance to the thought 
ful consideration now being given to Europe’s needs. 

The committee directs attention to— 

1. The world-wide petroleum demand and supply situation ; 

2. The petroleum requirements of the European recovery program ; 

3. The reliance placed upon the Middle East as a source of crude supply ; 

4. The world-wide expansion of production, processing and transportation 
facilities simultaneously required to furnish requisite petroleum products. 


WORLD PETROLEUM DEMAND AND SUPPLY SITUATION 


The current ar 
forth in the tab 
tomary United S 


1d prospective world demand for and supply of petroleum are set 
le below. The table reflects barrels per day, which is the cus- 
tates method of calculation. 


[In millions of barrels per day] 


Demand Supply 
1947 1951 947 1951 

United States__- i ed ail ‘adele tii or ee 5. 46 6. 30 5. 08 5. 30 

Other Western Hemispher: iaaiieien 91 1.11 1. 57 2. 04 

Western Hemisphere-_- ; : Reb . a 6. 37 7.41 6. 65 7.34 

ERP countries_____- ; . ae ie .79 1.38 04 05 
Other Eastern Hemisphere 

Middle East_-_--_- j i : 3 —s 87 1. 62 

Far East_____- ; .97 1.09 22 38 

Eastern Hemisphere ! , ‘aisns we i . 1. 76 2. 47 1.13 2. 05 

Total ; . = aachogheada 3 8,13 9.88 | 27.78 29.39 


! Excludes USSR 

2 The di‘erence between demand and supply is accounted for by production of natural gasoline, conden- 
sates, synthetics, etc., estimated as 383,000 barrels per day in 1947 and 479,000 barrels per day in 1951; Marx 
sall, testimony, December 12, 1947 





5 Terry Duce, vice president, Arabian American Oil Co., before this committee, January 
30, 1948, apparently based on December 1947 estimates by Standard Oil of New Jersey. 
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This shows that, excluding Russia, demand by 1951 is estimated to reach 
nearly 10 million barrels per day, or with Russia, over 10.5 million barrels per 
day.© From testimeny given to the ¢ ‘ommittee by other witnesses, it appears 
there is support for reaching the 10-million-barrel per day figure by 1950,’ and 
even as early as 1949.° 

The dominant position of the United States and of the Western Hemisphere 
as consumers of petroleum are clearly shown. United States demand of 5.46 
million barrels per day or total of 1.97 billion barrels in 1947, is estimated to 
increase to 6.30 million barrels per day or total of 2.30 billion barrels in 1951. 
Western Hemisphere ae is estimated to increase from 6.37 million 
parrels per day in 1947 to 7.41 million barrels per day in 1951. 

During the same period the demand in ERP countries is estimated to increase 
from 0.79 to 1.375 million barrels per day, and of the Eastern Hemisphere from 
1.76 to 2.47 million barrels per day. 

The table clearly portrays the estimated degree of self-sufficiency within each 
of the hemispheres to be obtained by 1951. Western Hemisphere production of 
6.65 million barrels per day and consumption of 6.37 million barrels per day in 
1947, respectively, become 7.34 million barrels per day and 7.41 million barrels 
per day in 1951. Eastern Hemisphere production of 1.13 million barrels per day 
and consumption of 1.76 million barrels per day in 1947, respectively, become 
2.05 million barrels per day and 2.47 million barrels per day in 1951. (The dif- 
ference between estimates of demand and availability of supply is made up of 
production of natural gasoline, condensates, synthetics, etc.) 

The dependence of the world on increased supplies from the Caribbean and 
Middle East areas is evident. While it is estimated that United States produc- 
tion can be maintained during this period and probably increase somewhat,’ it is 
expected that production of the Caribbean area will rise some one-half million 
barrels per day and of the Middle East some three-quarter million barrels per 
day. 

Comparable data with the table herein presented have been submitted by the 
State Department in its report on petrolum in the recovery program. These have 
been prepared, however, in terms of metric tons per year; the metric ton being 
the unit in general use in all recovery-program estimates. These estimates of 
demand and supply as So expressed are included in the table in the footnote be- 
low. It will be noted that the European demand figures used appear to employ 
the CEEC estimates, not those as scaled down by the State Department or ex- 
ecutive branch in revision of CEEC estimates in the light of availabilities.” 


® Max Ball, Director, Oil and Gas Division, testimony, December 12, 1947. 
Ibid. 

8’ Under Secretary Oscar Chapman, before American Petroleum Institute, November 1947. 

* Recent heavy demands for petroleum products in the United States have already pushed 
up production to some 5.3 million barrels per day in this country and 6.931 million barrels 
per day in the Western Hemisphere. Various industry officials before this committee, 
February 17, 18, 1948. 

© State Department Commodity Report G, tables 6, p. G—-16, and 8, p. G-22, submitted 
to the committee, February 5, 1948, are condensed as follows: 


In millions of metric tons} 
Demand Supply 
1937 1947 1951 1937 1947 1951 
United State 160 271 315 Léit 208 259 
Other Western Hemisphere 25 16 56 4? 79 105 
Total Western Hemisphere -. 185 | 317 | 371 208 332 360 
Europe and northwest Africa 48 55 78 
Other Eastern Hemisphere 22 33 40) 
Europe g 6 > 
Middle Fast | 17 44 85 
Far East ll 3 15 
Potal Eastern Hemisphere _- 70 SS 118 36 53 107 
Total (excluding USSR 255 405 189 1244 1 385 1467 
Difference between demand and supply made up through natural gasoline, ete. 
Note.—For assi tance in conversion of metric tons per year to barrels per day: With 7.3 barrels to 
a metric ton and 365 days to a year, a multiplication of metric tons by 2 and division by 100 through 


coincidence will p wovide barrels per day. 
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WORLD RESERVE POSITION 


Concern frequently and authoritatively has been expressed over the ability of 
the United States, consumer of two-thirds of the world’s petroleum production, 
long to continue to produce two-thirds of the world’s production from less than 
one-third of the world’s proved reserves and less than one-sixth of the world’s 
favorable oil-land area.“ At the same time the Eastern Hemisphere consumes 
only one-sixth of the world’s production from over half the proved reserves. 

It is uniformly stated that owing to difficulties and improbabilities of greatly 
expanding South American reserves, not only the United States but especially 
Europe must look primarily to the Middle Bast for meeting the increasing 
demands for petroleum.” 


The world proved reserve position is indicated in the following table: 


47 Dec. 31, 19472 
B ) I Bil ns of Percent 
} b els 

United States 20.9 31.2 21.0 29,8 
Ven i 7.0 10.4 5.0 11.4 
Other >. 2 3.4 1.2 1.7 
ro \ H ! ? 15.0 30. 2 42.7 
Middle East 27.3 10.8 52.0 45.4 
Russia 7. ( 11.4 5. { g. 4 
Other. 9 2.8 § 2.5 
i, Eastern Hemisphere 26.8 55.0 39.7 56.3 
Total, world. - 67.0 100.0 70. 4 100.0 

Max Ball, director, Oil and Gas Division, Dec. 12, 1947 

standard Oil, New Jersey, De » 17 


Preliminary estimates for January 1, 1948, United States reserves bring United 
States total to some 23 or 24 billion barrels. In large measure, however, accre- 
tions to reserves over the last 8 years have been the result of extensions and 
revaluations of old fields, not the result of any discoveries of major new reserves. 
If it were possible to extract all the oil from these proved reserves at current 
rates of production, the reserves would last only some 11 years.” It is not prac- 
ticable, of course, to continue these rates, for as the fields grow older output will 
steadily decline. These reserves therefore will continue to furnish oil for many 
years to come, but only at successively dwindling rates of production. Mainte- 
nance of present-day production rates, accordingly, let alone increase of these 
rates, calls for continual proving up of additional reserves. 

Estimates of potential oil discoveries are based upon favorable geological struc- 
tures. Total world oil resources are estimated as 600 to 750 billion barrels. The 
former indicates rough division among the areas of the earth as proportionate to 
the surface areas, 100 to the United States, of which approximately 50 to 54 
billion have been consumed or proved, 100 to South America and 400 to the rest 
of the world.“ 


SIGNIFICANCE OF PETROLEUM IN THE ECONOMIC RECOVERY OF EUROPE 


It is stated that petroleum is essential for the recovery of Europe. The develop- 
ment of road, sea, and air transportation, the expansion of inland shipping, the 
mechanization Of agriculture, the provision of fuel for important segments of 
industry, and the operation of many public utilities and of oil-burning and diesel 
locomotives depend on adequate petroleum supplies. Furthermore, lubricating oil 


1 Max Ball, Dr. Robert Wilson, and others. 

122Testimony before the committee by Max Ball, Secretary Krug, representatives of 
Standard of Indiana, Standard of New Jersey, Socony-Vacuum, Sun, Army-Navy Petro- 
leum Board, and others. 

13 Max Ball and various witnesses before the committee. 

144 Dr. Robert Wilson before American Institute of Mining and Metallurgical Engineers, 
November 1947. 
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is absolutely essential to Europe’s economy, as it is to any industrialized 
economy.” 

In terms of total energy supplies, it is estimated the contribution of petroleum 
in 1951 will be some 11,7 percent as against 11.4 percent in 1947 and 8.5 percent 
in 1938. This is shown in the following table, reflecting estimates of energy 
sources : *° 

[ Millions of metric tons hard-coal equivalent] 


1951 1947 19038 
- 4 » | " * 
Coal and lignite _ - . 54.8 430. 5 | 508. 7 
Hydroelectric power 63.1 48.0 | 35.6 
Petroleum 81.8 61.8 50. 5 
Total energy 699. 7 540.3 | 504.8 


i Undoubtedly too high, though represents CEEC estimate. 
SIGNIFICANCE OF PETROLEUM IN THE RECOVERY PROGRAM 


Of the some 16 billion (plus or minus) dollars involved in the overall European 
recovery program, at least 4 billion dollars are the requirements for dollar 
petroleum and petroleum equipment. 

This 4 billion dollar requirement is made up as follows: 

Billions of 


lollars 
Imports of dollar oil (i. e., oil purchased from American companies operat- 
ing either domestically or foreign) at July 1, 1947 prices______-_ acs Sa 
(On the basis of Dec. 31, 1947, prices, this amount is caleul: ited as 
$2.4. ) 


(The CEEC estimate of $2.5, on July 1947 prices, has been revised 
downward by the State Department. ) 
(Total oil from all sources is given as $4.2 by State Department and 
$5.4 by CFEC.) 
Petroleum equipment from United States sources__._._......-.__- . "S68 
(As estimated by CEEC, no United States revision yet avail: ible, 
but presumedly little decrease. ) 





Se: AOI. MPR CO i asa natal tala cide as adial aaa dle ae eae teen . *485 
(CEEC estimate, may need be highe or. 
Petroleum equipment indirectly from U nited States sources_........._ ~e2) 


(CEEC estimate is $1.3 from indigenous sources, an indefinite but 
probably substantial proportion of which will come from the United 
States in the form of steel and components, either directly or in- 
directly as substitutes for European materials diverted to petroleum 
equipment. ) 

Petroleum-consuming equipment from United States sources________- toe 

(Indefinite amount of oil-using equipment, or steel and materials 
for such equipment, or steel and materials for other equipment in 
light of diversion of European production to oil-consuming equip- 
ment. ) 


Ra hee a icaitacia sald la bad aaa sci ig ences cages delcidna tea "¢«% 


1Commodity Report, ch. G, Petroleum, p. G—3, Feb. 6, 1948. 

2Ibid., p. G—5. This represents CEEC requests, but see p. G—-18 regarding need to meet 
this figure on equipment. 

3 Tbid., p. G—5. 

* Ibid., p. G—5. 

6 Outline of a European recovery program, and various separate reports. 

®*The House Interstate and Foreign Commerce Committee has tried for some time to 
secure definite figures on petroleum production, including transportation, equipment, and 
on petroleum-consuming equipment, both dollars and in terms of materials, from both 
State and Commerce Departments. The data have been promised but are not yet forth 
coming. 


4% State Department, Commodity Report 6. p. G—1. 
™ Thid., table, p. G@-15 
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For the first year of the recovery program, the State Department estimates the 
requirements of dollar oil as some $480,000,000 at July 1, 1947, prices and 
$610,000,000 at December 31, 1947, prices.“ The amount of equipment involved 
in this period is not known.” 


EUROPE’S REQUIREMENTS FOR PETROLEUM AND PETROLEUM PRODUCTS 


The CEEC estimates of petroleum requirements show a rapid increase from 
47.4 million metric tons, or 346 million barrels, estimated used in 1947 to 76.7 
million tons, or some 560 million barrels, in 1951. This represents an increase in 
1951 of some 111.9 percent over 1938 and 28.9 percent over 1948."° The executive 
branch estimates of requirements as expressed by the State Department are only 
some 78 percent of those stated by CEEC. They contemplate an increase in 
consumption from 225 million barrels in 1946 to 321 million in 1948, 408 million 
in 1951 and 442 million in fiscal 1952.” This represents an increase in fiscal 1952 
of 67.2 percent over 1938, of 96 percent over 1946, and of 25.1 percent over fiscal 
1949.” 

The two sets of estimates are set forth in the following table, reflecting require- 
ments in terms of metric tons and computed in barrels per day in order to present 
comparability with data above. The CEEC estimates are on a calendar-year basis 
for the years 1948—51, while the executive branch estimates have been cast on 
“seal years 1949-52." As the table indicates, the estimated 1947 consumption 
appears much too high. 








Thousands of metric Millions of barrels per 
tons day 

United CEEC United CEEC 

States estir te States estimate 

estimate estimate 
1938 36, 224 72 
1947 40, 000 1 47,453 79 5 
Fiseal 1949 48, 408 59, 542 97 1.19 
Fiscal 1950 51, 550 6, 615 1.03 | 1.33 
Fiseal 1951 54, 742 | 72, 761 1.10 1.45 
Fiscal 1952__. 60, 568 76, 763 1. 2] 1. 53 

Total fiscal 1949-52- 215, 268 275, 681 


1 Commodity report says 1947 probably 5 to 10 percent too high; Terry Duce testimony before Commerce 


Committee, apparently based on SONJ estimate, places 1947 at 290 million barrels or some 40 million metric 
tons at conversion factor of 7.3. 


4) 
h 
i 


The CEEC estimated requirements seemingly are predicated upon continua- 
tion of large scale conversions from coal to oil occurring 1945-47, whereas ex- 
ecutive branch scaling down is predicated upon availability and feasibility as 
well as study of need.” 

REQUIREMENTS BY COUNTRIES 


The State Department revised estimates of requirements of petroleum by 
countries are as follows.” 


17 Commodity Report G. p. G—42. 

18 Commodity Report G, p. G—7. 

19 Thid.. p. G—17. 

See note 24, supra. 

21 Ibid., conversion of table 9, p. G—23. 
22 Ibid., table 1, p. G—7. 

23 Tbid., p. G—2. 

% Ibid., table 2, p. G-10. 
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[In thousands of metric tons] 





1938 1947 1 Fiscal 
| 1952 
NE ant tba bsssiwnesweme Ate t eRe hae slide dicta aimee 346 986 | 519 
a ee ie 817 1, 649 | 1, 535 
Denmark Vase 905 1,441 | 1, 379 
France ; ot a ee ereme: ee 7, 633 6, 086 9, 861 
Greece _- oe aaa 385 683 | 891 
Iceland - - - “<<< 20 105 | 137 
Ireland wi aa ; ; ‘ 319 575 | 722 
Italy Te ere 2,778 3, 929 | 4, 982 
Luxembourg z exaea 32 43 | 62 
Netherlands ; : 1, 610 2, 654 | 2, 925 
Norway 595 1, 030 | 1, 140 
Portugal ‘ hrocg 1 606 674 | 716 
Sweden ' = 1, 341 2, 968 | 2, 452 
Switzerland 481 1, 043 835 
Turkey : 202 283 | 488 
United Kingdom : : 10, 945 17, 299 | 22, 619 
Total participating countries Gaetetn E a ee 29, 015 41, 450 51, 263 
Germany’ 
Bizone . ; : . 3, 931 1. 407 | 2, 230 
French zone (eX luding eda; » rd 207 253 
Saar 61 31 72 
Total Western Germany ‘ ‘ a nedteied 4,316 1, 645 2, 555 
French overseas territories , 1, C34 1, 61 2, 269 
United Kingdom overseas territories . ane 4 1, 859 2, 743 4,481 
Total dependent overseas territories : pei 2, 893 4, 358 €, 750 
Grand tota “ . on 36, 224 47, 453 60, 568 


1 Unrevised. 


REQUIREMENTS BY PRODUCTS 


The State Department or executive branch estimates of European petroleum 
requirements present differing revisions of the CEEC estimates according to the 
products involved. These estimates assume continued restrictions on the use of 
gasoline in foreign countries; moderate increases in their use of kerosene and 
lubricating oils; and substantial increases in their use of gas, diesel, and fuel 
oils. In the face of known limitations on the availability of heavy oils, the 
State Department estimates of increased European use of heavier oils are less 
than those of CEEC, but still represent an appreciable increase over the period. 

The CEEC estimate of 19838 and 1947 use, and the State Deparatment estimate 
of use in fiscal 1952 are reflected in the following table in terms of barrels pei 
day, with United States use indicated for comparison.” 


* Commodity Report, table 3, p. G—12, converted to barrels per day at 7.3 barrels per 
metric ton. The table as condensed in thousands of metric tons is: 


Product 1938 19471 Fiseal 1952 

Aviation gasoline 298 991 1, 126 
Motor gasoline ‘ 14, 495 11, 416 13, 935 
W hite spirit 188 262 297 
Kerosene 2. 206 3, 501 3, 512 
Gas and diese] oil 6 198 9 792 10, 579 
Fue] oil 9, 068 17. 997 26, 886 
Lubrieants 1, 684 1, 696 1, 849 

Total liquid products 34, 237 15, 655 58, 194 
Asphalt 1, 696 1, 492 2,016 
Paraffin wax 154 126 145 
Petroleum cake 137 180 213 

Total 1, 987 1, 798 2, 374 

Grand total 36, 224 47, 453 60, 568 


1 Unrevised. 
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Estimated use of products 


{In thousands of barrels per day] 


European use 


CEEC estimate 


for 
1938 
Aviation gas 6 
Motor gas 290 
Kerosene 46 
Gas and diese] oil 124 
Fuel oil !. 18] 
Total, including miscellaneou 724 


United States classification is gas oil | distilla fuel oil 
classifications includ yme lighter or d late fuel oils in the ‘fuel oil 
parable as such with ‘residual fuel oil 

2 1947 estimates undoubtedly t 


eategory 





| 
| 


United 
United | States 
States use, 
estimate 1947 
for 1952 | 
1947 
») 23 
228 a79 |f 2280 
70 70 297 
196 212 877 
360 38 1, 43¢ 
949 1, 211 , 40) 


ind residual fuel oils. The Euroy 


so that it 


The significance of the product breakdown of European requirements lies 
in the centemplated increased use of the middle distillates and fuels oils. As 
set forth above, these are the categories becoming of increasing demand in the 


United States. 


Indeed, inability to meet all domestic requirements this past 


wih- 


ter has resulted in United States curtailment of use and expansion of oils fo 
home and other heating, and in industrial use of distillates and residuals. In 


the industrial use of heavy oils, some progress here has already been made for 
While the State Department estimates show 
appreciable reduction in European use of these oils over the CEEC estimates, 
The limiting fector appears to be the ava 

the State Department contemplates a worldwide 


reconversion back to use of coal. 


there still is substantial expansion. 
ability of supply. 
deficit. 


Even so, 


FLOW OF OIL TO EUROPE 


Whereas the Western Hemisphere in 1946 supplied 75.4 percent and the Middl: 


East supplied 24.6 percent of Europe’s needs, the executive-branch program as- 
sumes that by 1951 these proportions can be practically reversed. 


This means 


of the 408,000,000 barrels demanded that year, the Western Hemisphere will need 
to supply only 18 percent or 73,000,000 barrels, and the Middle East will supply 


the remaining 82 percent or 335,000,000 barrels. 
This program is outlined in the following table: * 


* Commodity Report G, table 9, p. G—23, converted into barrels at the rate of 7.3 


metric ton. The actual table in metric tons is: 


1948 « 1951 


! 
| | 
Million Per- | Millions | Per- | Millions | Per- | Milliens 
of met cent |of metric | cent | of metric} cent | of metric | 
| , 
ton of total] tons of total tons of total tons 
| | 
United States 11.3 29. 6 9.0 25.8 . 0 11.4 2.0 | 
Other Western Hemisphere | 18.0 17.1 17.3 19, 6 22. 0 50.0 8.0 | 
=. | 
Total Western Hemi- 
sphere 29. 3 76. 7 26. 3 75.4 27.0 61.4 | 10.0 
Middle East. --_. | 8.9 23.3 8.6 24.6 17.0 38. 6 416.0 
Tota)__... 38.2 | 100.0 34.9 | 100.0 44.0 | 100.0 56. 0 








« Very tentative. 
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The flow of oil to Europe, by major overseas sources of supplies, 1938, 1946, and 





1951 
1938 1946 | 1951 
From g . ir | . Terane arr ay — 
Millions of | Percent | Millions of | Percent | Millions of| Percent 
barrels barrels | barrels 

United States_. $2.5 29. 6 65.7 | 25.8 14.6 | 3.6 
Other American 131.4 47.1 126. 3 49. 6 58. 4 14.3 
Total 213.9 76.7 192. 0 75.4 73. 0 17.9 
Middle East 64.9 23.3 62.8 24.6 335.8 2.1 
rotal_. 278.8 100. 0 254.8 100. 0 408.8 | 100. 0 


On the other hand, testimony given to the committee is to the effect that the 
shift of Kuropean supplies from the Western Hemisphere will not be at as rapid 
a rate as indicated in the State Department table. One statement is that sup- 
plies from this source estimated as 242 million barrels in 1947 will only decline 
to 142 million barrels in 1951, an amount double that expressed in the State De- 
partment estimates.” 

It is clear, however, that in any plans or estimates, the greater utilization 
of the Middle East as source of supply is contemplated. The crude resources in 
the Western Hemisphere cannot supply both the increased demand in the Western 
Hemisphere and the requirements of the European recovery program. There 
is not available crude for the present and proposed European refineries to operate 
upon unless Middle East crude-oil supplies are made available to them.’ 


DEPENDENCE ON MIDDLE EAST AS SOURCE OF SUPPLY 


The attainment of the needed additional production in the Middle East in- 
volves new wells, local refineries, and pipelines, or tanker capacity equivalent to 
the projected lines, and additional tankers for transportation to Europe. 

The preservation of existing facilities and the consummation of the large ex- 
pansion contemplated may be accomplished only if there is peace in the Middle 
East. The gravity of the situation and precariousness of the potentialities of 
this area as a source of supply have been presented to the committee in testimony 
by the Ambassadors to Great Britain and Iraq, the Director of the Office of 
Near East and African Affairs, representatives of the military services, officials 
of the Standard, Socony, and Arabian-American oil companies, and others. 
Illustrations have been given of incidents already influencing adversely the con- 
struction program, especially of interruptions to pipeline construction schedules. 
Concern has been eXpressed over their extension. 

It is not at all clear what reliance can justifiably be placed on the continuation 
and expansion of this source of supply, at least at the amounts and within the 
times indicated. 

The securing of this additional production within the times scheduled is a 
necessary requisite to meeting the petroleum requirements of the European re- 
covery program, even in the reduced amounts as estimated by the State Depart- 
ment. The State Department estimates of availabilities of crude from the Middle 
East were predicated upon the commercial plans of the oil companies for ex- 
panding their production in the Middle East and their ability to meet the sched 
ules proposed.°9 

Inability to increase production at these scheduled rates or to provide expanded 
transportation facilities at scheduled rates, would be a serious factor for further 
consideration in connection with the recovery program. The committee has made 
examination into the effect of any impairment of this Middle East proposed sup- 
ply, and was informed that this circumstance would necessitate complete review 
of the recovery program.*® In answer to direct question by the chairman, the 
State Department has made the following statement : 





7 Terry Duce, January 30, 1948: also Max Ball, December 12, 1947. 


8 Ibid., and other industry and Government representatives before the committee 
*~Commodity Report G, p. G—2. 


*® Ambassador Douglas before the committee, February 6, 1948. 


89685 —HT i4 
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“As indicated in the Petroleum Commodity Report, and in the testimony of 
Ambassador Douglas, should Middle East oil not be available on the basis as 
now estimated, a full review of the energy requirements under the program would 
be required. Such a review necessarily would take into account all factors which 
relate to the energy requirements under the program, to possible expansion in oil 
production in other areas, such as the Latin-American countries and the tidelands 
of the United States, and to the possible reduction in nonessential fuel con- 
sumption in other areas.” ™ 


WORLDWIDE FACILITIES EXPANSION REQUIRED—-STEEL INVOLVED 


Assuming favorable conditions in the Middle East for securing a supply of 
crude, the European recovery program rests upon large expenditures for produc- 
tion, for refining, and for transportation. The projected expansion must be 
completed on schedule if the European requirements, even as revised, are to 
be met.*2 

Not only must additional sources of crude be assured, but this crude must be 
obtained from the ground, it must be refined, and it must be transported to the 
consuming areas. All of these steps must be feasible and all consummated on time 
if European ultimate consumer demand effectively is to be met. 

The committee has not been apprised at this date of just what is involved in 
such expansion. There are indications that some $1.3 billions are to be spent by 
non-American companies, and possibly $500,000,000 more by American companies, 
It appears that some 800,000 barrels per day additional refinery capacity is in- 
volved. One company’s plans for 200,000 barrels per day increase in production 
and refining call for some 185,000 tons of steel—136,000 of this to be in tubular 
goods—spread over the 4 years. There are three and probably four proposed 
major pipelines from Middle East production areas to the Mediterranean, with 
the Trans-Arabian 1,040-mile line requiring nearly 300,000 tons of steel.“ Some 
156 tankers are now being built abroad with unknown quantities of steel, although 
estimates were given that 59 tankers alternative to the pipeline would take 
357,000 tons of steel.™ 

This foreign expansion of facilities is proposed at the same time as a tremendous 
program by American oil companies for construction in the United States esti- 
mated as some $4,000,000,000 over the next 2 years and $13,000,000,000 over the 
next 5 years. The full impact in terms of steel for both domestic and foreign 
expansion is not yet clear.” There is some indication that the 1948 volume of 
steel casing and drill pipe for completing new oil wells desired from the United 
States by foreign oil companies is 20,000 tons, with a total of 500,000 tons over 
the 4-year period; and in addition, a total of 750,000 tons of line pipe from the 
United States may be required.” If steel-casing and drill-pipe demands of 
American oil companies for use in foreign areas are added, the total may reach 
half of the United States output,” Prior to the war about 95 percent of this steel 
supply went to oil producers in this country, Production of steel casing and drill 
pipe has averaged only some 1 million tons per year. Demands of the domestic 
oil industry for increased United States production are estimated at some 14 
to 1% million tons per year. It is not at all evident what effect these demands 
will have on any such proposed quantities of exports, nor the extent to which all 
of these demands can be met.” It is apparent that all cannot be supplied in the 
times sought. 

The expansion of pipe-line facilities in this country for handling of crude and 
products also is planned at the same time as the lines contemplated in the Middle 


*1Chairman Wolverton questioning of State Department witnesses February 6, 1948; 
conference of staff with State Department representatives February 7, 1948; and letter of 
February 25, 1948, of Robert H. S, Eakens, Acting Chief Petroleum Division, State Depart- 
ment, to Andrew Stevenson, adviser to the committee. 

* Commodity Report G, p. G—-2; Terry Duce and others before the committee 

3 'Terry Duce, testimony, January 30, 1948; 60,000 tons for the line will have been 
shipped by end of first quarter of 1948, the balance presumably by end of 1949. 

* Terry Duce, Max Ball, January 30, 1948. 

* The committee has requested these data, but they have not yet been furnished. 

% Report of National Petroleum Council Committee on Analyzation of the Report of 
Sixteen Nations, February 22, 1948. 

7 Russell B. Brown before the Senate Foreign Relations Committee, February 2, 1948. 
88 Report on Requirements for Oil Country Goods (Steel Casing, Tubing, and Drill Pipe), 
Independent Petroleum Association, Washington, D. C., December 1947. 

*” Brown’s testimony is to the effect that such exports “would absolutely paralyze domes: 


tie onerations.” This committee is not in position at this time to make any analysis of the 
effect. 
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East. The domestic figures are just now being prepared by subcommittees of the 
National Petroleum Council. What these may be but further accentuates the 
serious problem of meeting not only oil- but natural-gas-line pipe requirements. 
Here domestic production has averaged slightly under 1,000,000 tons per year. 
Natural-gas pipelines authorized for construction in the United States by the 
Federal Power Commission, between July 1945 and January 1, 1948, have totaled 
some 20,000 miles, calling for 4,944,155 tons of steel. Actual completions be- 
tween these two dates were some 4,338 miles utilizing 815,550 tons of steel. As of 
January 15, 1948, lines pending approval or under consideration by the Commis- 
sion related to 11,297 miles requiring 2,978,000 tons of steel.” Most of such 
steel requirements is in the form of line pipe. It is apparent that such pipe for 
meeting the world’s oil requirements and the relief of the critical natural-gas 
supply situation in this country cannot be supplied in the times sought. 

It is already apparent that foreign refining capacity additions will lag suffii- 
ciently to make impossible the meeting of Europe’s requirements for finished 
products in 1948 and 1949 without their being supplied from imports." It is not 
yet clear whether there will not be further lag which will impair meeting such 
requirements from indigenous refinery operations in later years.” 


ALTERNATIVE CONSIDERATIONS 


In the light of possibilities of not meeting the world-wide expansion of crude 
supply or refining facilities within the time requisite to meet the estimated Euro- 
pean requirements, consideration of aiternate means is pertinent. The executive 
branch has requested to submit, but has not yet furnished, a full discussion of 
alternative plans for meeting these European requirements. 

The committee has been supplied only with a statement that: 

“The Department has not developed any alternative plan for supplying the 
requirements of the participating countries in the Nuropean recovery program 
in the event that Middle East oil will not be available in the amounts necessary 
to meet the reduced requirements. [in such event] A full review of the energy 
requirements under the program would be required.” “ 

Pending opportunity to analyze the information requested, it appears to the 
committee that there may be three items which might be explored: (1) Meeting 
Europe’s needs by petroleum from the Western Hemisphere; (2) meeting Eur- 
ope’s needs from other energy supplies; and (8) reduction in Muropean require- 
ments. 

POSSIBLE EUROPEAN SUPPLY FROM WESTERN HEMISPHERE 


It would appear from the tables above presented relating to worldwide in- 
creased demands, particularly of the United States, and to Western Hemisphere 
supply potentials, that continuation of present rates of supply or meeting of aug- 
mented rates of supply to Europe could be accomplished only through distribu- 
tion of European deficits to other countries. 

The State Department arrives at a conclusion that even assuming the Eastern 
Hemisphere expansion projects are completed on schedule, “it will still be 
difficult if not impossible to supply all of the needs of an expanding world 
economy, especially in the case of heavy oils.” It suggests that the ratable dis- 
tribution of anticipated deficits in this category be distributed on a world-wide 
basis, with resulting minor effect on European requirements.“ It further sug- 
gests that should Middle East oil be unavailable on the basis now estimated, in 
the review of European petroleum requirements which then must be made, con- 
sideration would be given, among other factors “to the possible reduction in non- 
essential fuel consumption in other areas.” 

The committee has not undertaken to determine the practicability or ad- 
visability of meeting deficits in European supplies through pro rata distribution 
of supplies available in the Western Hemisphere. Inasmuch as the United 
States is the major consumer of petroleum products, outside of Europe, pre- 
sumedly this country would bear the major share of any such distribution of 
European and world-wide deficits. 


*H. Leigh Whitlaw, managing director, Gas Appliance Manufacturers Association, Jan- 
uary 8, 1948, revised February 10, 1948. 

Commodity Report G, p. G—17. 

“ Testimony before the House Interstate and Foreign Commerce Committee. 

“% Letter of Robert Eakins, op. cit. 

“Commodity Report G, p. G—26. 

* Letter of Robert Eakens, op. cit. 
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ENERGY SUPPLY FROM OTHER RESOURCES 


It appears that the largest increase in prospective demand of nearly all the 
European countries is in gas, Diesel and fuel oil. This European demand re- 
sults in part from the greatly increased use of Diesel engines in road and railroad 
transportation, agriculture, shipping, and industry, but mainly caused by the 
conversion from coal to oil in industry and shipping between 1945 and 1947. 

In the total energy balance of these countries, oil has always played a much 
less prominent role than it has in the United States. In view of the uncer- 
tainties as to supply, it appears that this may not be the time for encourage- 
ment of any large-scale conversion in European countries from coal to oil. This 
would appear true, for example in France, in the conversion of railway power 
from coal to oil; in Greece, in the allocations of gas oil and fuel oil to industrial 
use; in Portugal, in the conversion of the fishing fleet to motorboats and oil- 
burning trawelers; in Holland, in conversion to motorboats and tugs on the 
inland waterways; in Italy, in expansion of motorships; and in various coun- 
tries in the expansion of highway transportation.” 

The executive branch makes some suggestion that part of the European oil 
deficit, especially insofar as it is caused by the use of oil as fuel in industry, can 
be made up by increased supplies of coal, from European production or imports.” 
In this connection it is noted that European requirements for coal from the 
United States are stated to drop from 3,417,000 metric tons per month in second 
quarter 1948 to 231,000 metric tons in fiscal 1952.“ 

The committee has not undertaken to ascertain whether additional coal pro- 
duction in European countries could be programed under the recovery plan, 
nor whether adequate imports from the United States may be feasible. 


REDUCTION IN REQUIREMENTS 


The State Department estimated European requirements appear to have been 
predicated on the assumption that less essential Huropean uses, as motor-vyehicle 
use, would continue to be restricted, and that large-scale coal-to-oil conversion 
planned in many European countries would not be carried out.” It appears that 
many foreign countries now ration gasoline for private motoring and some ration 
some or all of the other petroleum products.” It also appears that foreign com- 
mercial and industrial oil consumption is not to be subjected to the same restric- 
tions. On the other hand, testimony has been given that with the high price of 
coal—$10.50 in England at pit mouth—the reduction in costs cannot be obtained 
in the industries which are large users of power that is necessary if European 
countries are to produce goods at costs low enough to compete in world trade.” 

While the State Department European estimates seemingly are based on thor- 
ough screening of needs for some products and for some countries where data 
were available, it should be pointed out that the demand situation depicted in 
the estimates is very largely one of potentialities provided the petroleum-consum- 
ing equipment is actually available. 

This committee has not examined the feasibility or desirability of the plans 
of the European nations relating to mechanization of agricultural production 
equipment, the shift from coal-burning locomotives to Diesel locomotives on the 
railroads, the increase in motor transportation, or the operation of many public 
utilities on an oil-burning basis. It has not determined how much reliance should 
be placed on such changes coming about in view of the fact that all such foreign 
conversions or developments depend not only on the supply of petroleum prod- 
ucts but on steel; as well as on the willingness of the people of the countries con- 
cerned to adopt the newer methods involved. Nor has the Committee attempted 
to evaluate the result in an emergency of an increased European dependence on 
petroleum either from their own or our point of view. 


46 State Department, ‘‘Detailed analysis of the CEEC estimates for the petroleum require- 
ments of the participating countries and their dependent overseas territories, fiscal 1949 
through fiscal 1952,” supplied to the committee, February 19, 1948. 

47 Commodity Report G, pp. G—11, G—13. 

48 Secretary J. A. Krug, Senate Foreign Relations Committee, January 13, 1948 

4° Commodity Report G, p. G—1. 

Testimony of Howard Page, Standard Oil Company of New Jersey, before the com- 
mittee, February 18, 1948. 

51 Testimony of Ambassador Douglas, February 6, 1948. 
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CONCLUSION 


The committee presents this discussion of the petroleum aspects of the Euro- 
pean recovery program and their interrelationships with the petroleum situation 
of the United States and of the world in no spirit of criticism of the laudable 
objectives conceived in the preparation of such program. It is rather in the 
spirit of helpfulness to an understanding of what is involved in the program 
insofar as petroleum is concerned. 

If for example, it should be determined that complete reliance cannot be had 
upon the Middle East as source of supply—political phases over which this com- 
mittee does not have jurisdiction—or if it be determined that materials are un- 
available for the ambitious world facility expansion program within the time 
limits needed—a further subject not within the province of this committee--— 
there still is adequate opportunity for review not only of the contemplated Euro- 
pean use of petroleum as a source of energy, but also of the other portions of the 
recovery program dependent on petroleum. If such determinations are made, 
alternate sources of Europe’s energy well may be explored, and attention given 
to possibilities of greater use of coal, either through their own greater produc- 
tion or continuation of imports. 

It is the committee’s feeling that a full review of the proposals which depend 
upon an increased Furopean use of petroleum properly is in order so that the 
United States does not fail in any obligations it may assume in connection with 
the proposed European recovery program. 


The CratrmMan. That is what this committee said in 1948. And 
again in a committee report which the committee presented, which I 
was chairman of, May 15, 1950, issued practically the same warning. 

(Excerpts from the report referred to above follow :) 


[H. Rept. No. 2055, 81st Cong., 2d sess.] 
PETROLEUM STUDY—PETROLEUM IMPORTS 


May 15, 1950.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Harris, from the Commitee on Interstate and Foreign Commerce, submitted 
the following 


PROGRESS REPORT 


[Pursuant to sec. 136 of the Legislative Reorganization Act of 1946, Public Law 
601, 79th Cong., and H. Res. 107, 81st Cong. ] 


For some time the Petroleum and Power Subcommittee of the House Com- 
mittee on Interstate and Foreign Commerce has been engaged in a comprehensive 
survey of the Nation’s petroleum resources, of the achievement and maintenance 
of an available supply adequate to meet the Nation’s requirements in times of 
emergency and the peacetime needs of an expanding national economy, and of 
problems and policies in connection therewith. 

Such survey is being conducted in accordance with the authority conferred 
upon the committee by the Legislative Reorganization Act of 1946 and the sup- 
plemental authority of House Resolution 107 (81st Cong.). The survey ex- 
presses your committee’s constant awareness of its long-standing responsibilities 
in keeping abreast of matters within its legislative jurisdiction. 

While such survey is actively continuing, in accordance with your commit- 
tee’s consciousness of its duties to inform the House of significant developments 
in the area of the committee’s responsibility, it seems pertinent at this time to 
submit a progress report with especial reference to petroleum imports. This 
subject more recently has received such general attention that the committee 
herewith presents a preliminary summary of data on the world oil supply and 
demand situation, and its effect on the United States industry. 


» * * * * * s 
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CONTINUED COMMITTEE INVESTIGATION 


It is apparent from the general presentation herein made that plans for world- 
wide expansion of petroleum facilities and production will accentuate the prob- 
lem of disposal of output in the world markets. The problem is further compli- 
cated by matters of foreign governmental exchange restrictions impeding the 
operation of free competition in the world markets. 

This problem of disposal of world petroleum output, from the facts herein 
presented, obviously eventuates into a problem of the amount of petroleum which 
should be imported into this country. 

The problem of the rate of United States imports obviously involves serious 
considerations. 

One is that increasing imports are having a substantial, and may have a grave, 
impact on the domestic oil industry.” 

Another is that imports, particularly of residual fuel oils, for some time, have 
supplied a substantial part of the market along the Atlantic seaboard, which 
expanding market, it is stated, in 1948 and 149 might not have been supplied 
in the absence of such imports.” One witness stated that by such supplemental 
supply to this market “imports tend to hold down the cost of petroleum products 
to consumers and eliminate short-run fluctuations in prices which might other- 
wise result from variations in supply” during periods of shortage.” 

Also, the extent to which our current requirements should properly be met 
by reliance upon supplies from foreign sources, must be viewed in the light of 
the supply requirements in time of war or any other possible future emergency. 

Furthermore, our import trade is tied into our foreign policies and our re- 
lationships with the countries affected. Of the complexities of this phase of the 
problem of coping with imports, arising from the nature of our international 
trade policies, and the character and scope of our foreign trade treaties and 
agreements, this committee is well aware.” 

The committee is equally conscious, however, of the fact that the only definite 
petroleum policy which so far appears to have been determined is that a strong 
and healthy domestic industry must be maintained and preserved to meet the 
needs of our expanding domestic economy as well as those of any emergency 

There presently is pending in the Congress and in the executive branch of the 
Government a number of proposals and suggestions looking toward a resolution 
of the oil import problem, or spelling out specific restrictive action to be taken. 
This committee is concerned over the possible far-reaching effect of some of these 
proposals should they become effective without full and deliberative considera- 
tion. The committee, nevertheless, fully appreciates the probable desirability 
of early action being taken, if the situation herein portrayed is not shortly 
alleviated. 

There are two factors present in the current picture which offer some prospect 
of the gravity of the problem being mitigated. 

The first is the possibility that pending negotiations with the British will be 
concluded in such helpful fashion that much of the pressure for imports into the 
United States in lieu of precluded foreign markets may be relieved. 

The second is that the interested companies themselves, fully informed and 
familiar with the facts, may assume greater initiative in limiting their imports. 
Some indication of their own recognition of a responsibility in this matter has 
appeared from time to time this past winter in press announcements of individual 
company reductions in the rate of their programed imports. Perhaps the effect 
of such revised downward programing could not quickly have been expected. 
Perhaps the second quarter will show substantial decreases. It would appear 
so far, however, that the import rate is continuing to go up, rather than decline. 
In comparison with January estimates of 767,000 barrels daily for the first quar- 
ter of 1950, just released census data show a daily average of 831,748 barrels, 
comprising for January 893,565, for February 704,459, and for March 884,905 
barrels per day. 


© In the committee’s examination into the problem in its preliminary field study in the 
Southwest. It was met with the general assertion that imports already were of serious 
consequence to Texas production. Amarillo, April 28, 29, 1950. 

68 NPC report, supra, pp. 7. 

* Tomas C. Blaisdell, March 


22. 
7, 1950. 

® Full and informative testimony was given by Edward Martin, general counsel, U. S 
Tariff Commission, hearings, March 31, 1950, on present treaty obligations, covering oil 
and products, and on various provisions of such agreements permitting United States action 
where conservation matters are involved. 
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The committee’s interest in this matter, together with others involved in ques- 
tions of national oil policy, continues. Further consideration of the problem of 
imports earnestly and attentively will be given. 

In view, however, of the evidence of concern over the amount of imports as 
expressed in the numerous bills recently introduced in this House, and as indi- 
eated in particular examinations and inquiries being conducted by other com- 
mittees of the House, your committee has felt it desirable at this time to present 
this progress report. It is submitted as background for a better understanding 
of the scope, importance, and ramifications of the problem involved. 

It is preliminary to a full report embodying recommendations which your com- 
mittee expects to place before you. 


The Cuatrman. Mr. O’Hara. 


Mr. O’Hana. General, it is a pleasure to have you back before us 
again. While I have not been here as long as Mr. Wolverton, I have 
had the pleasure of meeting you across the table from time to time. 

General, in the consideration of this Suez crisis thing, I presume that 
you were advised of the organization of this Government committee 
here in Washington which was dealing with this problem, were you 
not ¢ 

General THomrson. We had a phone call at which our chairman 


responded by coming up here to a meeting Hin they were making 
plans. 


I have forgotten the date. It was prior to the stoppage of 
sage through the canal. 

The committee meeting was held, I believe, in Mr. Stewart’s office. 
We got up our figures of what Texas could produce, for 2 months. 
They asked for that, for a 2 months’ period. How much additional 
crude could Texas supply without waste if there should come an emer- 
gency. We worked up our figures, that showed that Texas could pro- 
duce 1,078,000 additional barrels per day. 

Since that time we have had no contact, exce pt that the meeting of 
the Interstate Oil Compact Committee, Judge Culberson attended that 
meeting and told me that Mr. Stewart talked to him. 

But we have had no official communication other than those two 
contacts informally. 

Mr. O’Hara. In other words, there has been no direct requests to 
increase your allowables since this crisis has originated; is that cor- 
rect ¢ 

General THomrson. Not from the Government, no, sir. We had 
purchasers that wanted more crude, but they wanted it around the 
coast in certain selected fields. 

And our rule is that it must be straight across the board, every field 
must share ratably in the production. 

One company, particularly the Humble, wanted us to let certain 
fields near the gulf coast be raised appreciably, which we declined 
to do. 

Mr. O’Hara. You are speaking of the allowables / 

General THompson. Yes, sir. 

Mr. O’Hara. To raise those 4 

General aed Yes, sir. 

Mr. O’Hara. General, then there has been no specific attempt by 
the Federal Government to make a demand upon you to increase or 
decrease your allowables ? 

General Tompson. None whatever. We have never had anything 
hke that. 


1e pas- 
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Mr. O’Hara. So far as you know, does that apply to the other oil 
producing States as well ? 

General THomrson. I do not know about the other States. I know 
nothing to the contrary 

Mr. O’Hara. You know nothing to the contrary ? 

General THompson. No. 

Mr. O’Hara. And most of the oil produced in the St: ate—you do 
have a conservation program regulated by a public commission ? 

General Tompson. That is correct, sir. 

Mr. O’Hara. General, do you feel that in this picture that perhaps 
there was something of hysteria in the consideration of the demands 
which were made upon this country for the furnishing of oil to Kurope? 

General Toompson. I certainly do. 

Mr. O’Hara. Do you feel—-what was your comment ? 

General THompson. I think there was a lack of information. Very 
little information put out. Just scareheads. 

Mr. O’Hara. That isa poor way to operate, is it not ? 

General Tuompson. I would not want to criticize anybody. 

Mr. O’Hara. It is not asound way to operate. 

General THompson. I would want more information, I believe, 
myself. ‘ 

Mr. O’Hara. You feel also that in this entire picture of the Suez 
crisis, that it is the better part of wisdom for your State, in the con- 
servation of oil, to also consider the future and the future demands 
not only for our own economy but for national defense ! 

General Tuompson. That is correct. We didn’t get excited, too 
excited about it. We proceeded in an orderly fashion to hold our hear- 
ings as we always have, listened to all demands, considered all of the 
stocks, and if Europe needed to keep their automobiles running there 
was plenty of gasoline available. 

The gasoline stocks on hand are perfectly terrific, the amount of 
gasoline on hand, as I read before, is at an alltime high. We have 
enough easoline on hand now for April 1, and it is gaining about 
1,800,000 barrels a week—gasoline on hand in tanks aboveground. 

Mr. O’Hara. What about the ¢ rude, General ¢ 

General THompson. The crude is down 4 million. 

Mr. O’Hara. Down 4 million barrels a day ? 

General THompson. No, no, total stocks on hand. The total stocks 
of crude, I have them here. 

Mr. O'Hara. You gave the figure. I think it was about 1 percent; 
is that correct ? 

General Tuomrson. That is right from a year ago, down 1.6. 

Mr. O’Hara. You do not consider that at all hazardous or 
dangerous ? 

General THompson. Not at all. I saw something in the paper that 
somebody said, or was reported to have said, that 253,991,000 barrels 
of crude stocks were endangering our national security. 

That was certainly an ill- -advised statement. No one could possibly 
have any more feeling for national security than myself. I don’t 
claim any more than anybody else, but I claim as much. 

And if I thought that was too little, I would say so. 

This figure of 253 million barrels is no doubt adequate for free 
operation. of the whole industry. We took 19 major oil company 
presidents, had them on the stand, of 19 companies, and asked them 
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what were adequate working stocks of crude. We do that once a year 
in March, and as of April 1, and as of November 1, beginning of the 
motoring season and beginning of the heating season, and the ¢ average 
of those 19 companies’ ‘estimates advised, carefully worked out esti- 
mates, was 264 million, to have freewheeling all through that they 
needed for adequate working stocks of crude oil aboveground. 

So here is 253,991,254. Just 10 million less than they all said for free- 
wheeling, easy working stocks. We are going to have these company 
presidents down again in Mare h, onthe 19th. Notice has already gone 
out to them to come. 

Either the president or the chairman of the board or whoever else 
is responsible as the executive, to come and give us under oath their 
best estimate of what our adequate working stocks of crude and prod- 
ucts come April and November. 

Mr. O’Hara. The information which you have, General, do you 
have any requests from the oil companies to increase their allowables 
because of any shortage that they feel, any danger of shortages of 
crude oil? Have you any such requests ¢ 

General THomrson. Two companies have been very insistent, that 
is Magnolia and Humble. 

Magnolia is the subsidiary, producing subsidiary, 100 percent owned 
by Standard Oil Company of New York, and the Humble is a sub- 
sidiary of Standard Oil Company of New Jersey. 

Those two companies have been wanting ereatly increased amounts. 
I suppose they had contracts to sell oil to their parent companies. 

Mr. O’Hara. Is that for domestic consumption ? 

General THompson. No, it is for export, they said. 

Mr. O’Hara. That was all for export. 

General Tompson. But we don’t pay full attention to a particular 
bidder. We take the total and add un all nominations. We don’t 
just give one man all he wants and another fellow all he wants. That 
is not the proration system. 

We add it all up and divide the total demand among all of the 
fields. If there is enough crude being produced we use our overall 
judgment and set the allowable at that figure all the facts seem to 
justify at the time. 

For example, as another aid we get once a month from the Bureau 
of Mines an estimate of market demands. 

For January the estimate of market demands for Texas crude was 
3,650,000, for February the estimate was the same, 3,650,000. 

We received this week the estimate for March, it was 3,300,000. 
So even the Bureau of Mines which is part of the Department of the 
Interior have dropped their sights on Texas crude requirements 350,- 
000 barrels a day this week in their estimate for March 1957. 

Mr. O'Hara. Do you have any knowledge of any claim of shortages 
of fuel oil in this country by any section or any distributor of fuel 
oil ? 

General Tuompson. I had one call from Senator Holland, I believe, 
from F lorida—is that the proper name? 

Mr. O’Hara. Senator Holland. 

General Tuomrson. He said that some light and power company 
official was complaining to him about a shortage of fuel oil. That 
is the only complaint I have heard. 

Mr. O’Hara. That would be for purely—— 
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General TuHomprson. For utilities. 

Mr. O'Hara. For the utility purposes? 

General TrHomrson. Yes. 

We have very little of that fuel oil in Texas because our crude has 
a high gasoline content and they have very little residual left. 

Mr. O’Hara. Have you heard of any gas shortages? | 
speaking of the kind that is used for heating. 


General aie pee No, I have not. 

Mr. wae A. Natural gas? 

General Tromrson. I have not heard of them. We furnish it, a 
cvood deal of it, in Texas. We do this: We had one company that 
asked for some extra gas for Chicago. What we do, we boost. allow- 
able in the cold spells and then let them cut down in the warmer spells, 
This was done to even out their gas runs. 

We had one request from an area near Chicago, which we properly 
granted. The only one that I recall recently. 

Mr. O'Hara. But there have been demands for greater allowables 


for fuel oil that have been granted by your Commission; is that 
correct! 


am now 


General THompson. We just grant crude oil requests only and they 
make the fuel oil out of what is left after the gasoline is extracted, 

We make very little fuel oil in Texas. Most of it comes from Vene- 
zuelan crude. 

Mr. O'Hara. What, General, is the proportion of Texas produe- 
tion, overall Texas production, as compared with our imports? Can 
you give me a rough statement ? 
barrels per day and we produce 3 million, and 450,000 barrels of nat- 
urals, distillates, and so forth; you add those together, naturals, gas- 
oline concentrates, and distillates are what comes from casinghead 
gas. That is 450,000 barrels daily; if you add it to the 3,070,000, you 
get 3,520,000 barrels daily from Texas. 

Mr. O'Hara. Would you give me an approximate percentage of the 
production of Texas crude oil as compared to our other American 
production ? 

General Tuomrson. We in Texas produce 3,070,000 barrels daily 
and the erry produces 7,422,000 barrels daily, I believe it is, about 
42 percent; at this date 1 year ago the Nation was producing 7,045,000 
barrels. So ‘the 3 Nation is produci ing 377,000 barrels more tod: ay than 
we did last vear. 

Mr. O'Hara. About 42 percent ? 

General THompson. Yes: and we have about the same reserves, 
about 46 percent of the reserves. That is in the ground. 

Mr. O’Hara. Thank you, General. 

That is all. 

The Cuarrman. Mr. Rogers. 

Mr. Rogers. Mr. Chairman, in view of my personal interest in the 
matter and in view of the size of the State of Texas, I think it would 
be well if the witness would pinpoint just what section of Texas he 
hails from. 

General Tuompson. Thank you. I come from Amarillo, Tex., and 
we are ably represented by Mr. Walter Rogers. [Laughter.] 

Mr. Rocers. It is good to have you. As I told my colleague yester- 
day, vou are always entertaining and certainly informative. 


aed Tuompson. The imports are averaging about 1,400,000 
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There has been, as you well know, General, some indictments in 
some of the papers, against the State of Texas that Texas was not 
willing to furnish enough oil to heat the homes and run the factories 
of Europe and, therefore, they were laying down on the job. 

Knowing your love for Texas and your understanding of the history 
of Texas, have you ever heard of a time when Texas has not come to 
the aid of anyone in need, when the circumstances required it? 

General Tuomrson. We have always tried to. 

Mr. Rocers. And we have always done a pretty good job. 

General TuHomrson. I think we are overgenerous, really. I mean we 
have always aoe «l more than ample crude oil in Texas. 

Mr. Rogers. Your explanation of the jurisdiction of the railroad 
commission was excellent, and I think the people of this country ought 
to know it. But I want to point out this one thing. 

Is it not a fact, General, that the constitutionality of the various 
statutes under which you operate depends upon one premise, and that 
is, the conservation of natural resources # 

General THompson. Prevention of physical waste. 

Mr. Rogers. Prevention of physical waste. 

General THomeson. It comes from the common law, even as well as 
from our excellent statutes. 

Mr. Rogers. That is exactly what you are trying to do in your job, 
is it not? Conserve natural resources, prevent physical waste. 

General Tuompson. That is right. 

Mr. Rocers. And if your job was based upon the premise of fixing 
prices, you would not have a job, because of the constitution; would 
you! 

General THompson. Couldn't. 

Mr. Rogers. Could not have one, because it would be unconstitu- 
tional, the entire situation. 

Now, there has been a lot of talk about Texas refusing to produce 
more oil and meet the crisis, if one exists. 

The first thing I want to know is, have you been consulted by any 
of these people who ran up this Solmie flag and declared this crisis? 
Have you been consulted about what constitutes that crisis / 

General THomeson. No; I have not. I don’t know what it is, really. 
It seems to me we have met the needs very well. 

Mr. Rogers. Now, General, if you do raise the allowable of the State 
of Texas, you must have something to base that on; must you not ? 

General Tuomprson. We must have facts, sworn testimony, evidence 
on which to base findings of fact and conclusions of law. 

Mr. Rocers. And if you were asked the question today, if you were 
requested as railroad commissioner of Texas to increase the daily allow- 
able of Texas: what would be your answer / 

General Tuompson. He should come to the hearing and bring in 
evidence, and we will hear the whole case, and after that we will delib- 
erate and decide what the findings of fact are and the conclusions of 
law, and from that will come an order. Otherwise, I would be pre- 
judging it, there would be no use in having the hearing. 

Mr. Rogers. That is exactly right; and if you did not have the 
facts upon which to base it, your order would not be to increase the 
allowable; would it, General 
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General THompson. The order would be stricken down by the court 
very promptly unless we had substantial evidence. 

Mr. Rogers. Yes, sir. 

General TuHompson. Every order we issue is subject to review by 
the court. 

Mr. Rogers. We had a witness here the other day, General, testify 
that no application or no request had been made of the Railroad Couns 
mission of Texas to meet this crisis or emergency, or whatever it is. 
I frankly admit to you, I have not been able to determine what it is. 
I think it is a cry of “wolf” that is unjustified, but that is beside the 
point. 

Mr. Stewart, of the Department of the Interior, testified that no 
application or request had been made of your Commission to grant an 
increase in the allowables. 

General THompson. That is true, that he has not. 

Mr. Rogers. That is true; is it? 

General THompson. Yes. 

Mr. Roaers. Mr. Stewart was exactly right? 

General THompson. Yes. 

Mr. Rocers. But the point was raised in that hearing 

General THompson. He is a good man. 

Mr. Reeers. Yes, sir; he sure is. But the point was raised in that 
particular hearing that requests had been made of the Texas Railroad 
Commission to raise the allowables, and that those requests had come 
from major oil companies, or I presume from the subsidiaries or 
affiliates of major oil companies. 

I believe you answered Mr. O’Hara by saying that Magnolia, a sub- 
sidiary of a recognized major, and Humble, another subsidiary of a 
recognized major, had come to your commission. 

General THompson. They nominated for increased allowables. 

Mr. Rocers. Did they base their requests upon the existence of a 
crisis in Europe? 

General THompson. They said they had a customer. 

Mr. Rogers. They said they had a customer. Now, General, when 
facts are presented to the Railroad Commission of the State of Texas 
and concern the defense of this country, and an emergency situation, 
upon which to base the increase in allowables to meet such an emer- 
gency, would you expect that to come from a major oil company, or 
would you expect it to come from some official organ of this Govern- 
ment ? 

General THompson. You mean if the national security was at stake? 

Mr. Rocers. Yes, sir. 

General THompson. Well, I would expect it to come from some 
high official in Washington. 

Mr. Rogers. Who was connected with the Government. 

General THomrson. The Defense Department or Interior or State 
or the Office of Defense Mobilization, or somebody like that. 

Mr. Rogers. That is the way it has been in the past, has it not, 
General ? 

General THomrson. Well, we haven’t—well, no one has asked us to 
do anything. 

Mr. Rogers. No one? 

General THompson. From up here. We have got along pretty 
well without it. 
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Mr. Rogers. Yes, sir. And you include, when you say that no one 
has asked you, you are referring to Government officials? 

General Tuompson. The whole history back. 

Mr. Rocers. And that includes up to today, does it not ? 

General THompson. Yes, today, up to now. I must say I do have 
an engagement, made by phone to me by Dr. Flemming, who wants 
me to come by his office. 

Mr. Rogers. Well, let me say that I am happy to see the adminis- 
tration wake up and call on some of the experts. I wish they had done 
that before they ran up the distress signal. 

There is one other thing I think ought. to be cleared up—not cleared 
up, but I think that you, as a man who is fully informed on the sub- 
ject, ought to treat just a little bit, and that is the situation that is 
involved when you go to increase the ‘allow ables. 

In Texas, we have a number of unconnected wells; that is, no tie-ins 
with pipelines. 

General THomrson. Over eight thousand. 

Mr. Rocers. Over eight thousand. Now, General, if you increased 
this allowable and made it applicable to those wells, what would be the 
result of such an order as that ‘ 

General THompson. Well, you couldn’t move it. They would have 
to haul it by truck, and the truckers customarily only take about half 
the allowables when they can move it. It would just be—they just 
couldn’t produce the oil, Soulhdes"t sell it; no way to move it. I refer to 
these unconnected 8,000 oil wells. 

Mr. Rogers. And if they did produce it without having an outlet 
for it, it would be physical waste ¢ 

General THomrson. Sure. It would evaporate. That’s waste. 

Mr. Rocers. If you entered into such an order, you would be violat- 
ing the very principles of your office, would you not 2 

General Tuomrson. We wouldn’t do it. 

Mr. Rogers. I know you would not do it, but I mean if you did do 
a thing like that, it would be a violation of your jurisdiction, would it 
not ¢ 

General THompson. If we raised it very much, the pipelines couldn’t 

carry it at all. The pipeline capacity is almost reached at this time. 
That is the reason I called attention in the beginning that perhaps 
the Suez incident will be a good example for us to show how inadequate 
the existing pipe ‘line sy stem is for today’s requirements. 

The flood of imports has been coming in increasingly, and has caused 
less pipeline building to be done. As I understand it now, there is a 
new pipeline going to be built from Four Corners to Los Angeles, and 
also announced 1: ately was another pipeline from Four Corners to the 
Permian Basin to tie in the Texas-Mexican pipeline which goes to the 
gulf from West Texas, the Tex-Mex. 

The West Texas area now produces more than a million barrels a 
day, and when we started this straight-across-the-board policy there 
was very little development out in that area. By having every well 
share ratably with that, it has brought in a million bar rels a ~*~ of 
new production, with more than a billion barrels reserve in that are 


What you ws ant to do is to have ever y field develop normally. Rata- 
ble take brings orderly development. 


Mr. Rogers. Yes, sir. 
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General Tuompson. And it will do so if it participates ratably, equi- 
tably, and fairly in the market. 

Mr. Rocrers. Now, General, the increase which was suggested, about 
950,000 barrels a day—— 

General TuHomrson. Two hundred forty-one thousand, I believe it 
was. 

Mr. Rogers. Two hundred forty-one—no; I mean the request that 
is supposed to have been made to meet the shortage in Europe about 
which Mr. Wormeser testified. 

General THomrson. He was talking about 250. 

Mr. Rocers Two hundred fifty thousand. If the Texas allowable 
had been increased that much, the oil in West Texas is so confined 
that there would not have been any means of getting that to the 
gulf coast, would there ? 

General THompson. Some of it could, but some of it goes north to 
the Chicago area But I understand they had moved some over to the 
Mississippi River at St. Louis and were bringing it down in barges to 
New Orleans. They are working on that program. 

Mr. Rocers. But we do have a chance of some good coming out of 
this ill wind by bringing into focus the lack of pipeline facilities in 
this country, do we not? 

General Truompson. That is right. 

Mr. Rocers. And it is probably the only good thing, I think, that 
might come out of it. 

General Tuompson. I think it is also well to call attention to the 
fact that the last study of reserves shows that our Nation in the year 
1955, which are the latest complete figures, found new discoveries of 
476,957,000 barrels of new oil, new discoveries; whereas we consumed 
2.419 million. In other words, we consumed it six times as fast as we 
found it. 

And our State of Texas discovered only 164 million new barrels; 
and even after revising all the former estimates and all the extensions 
and developments of known fields, we came out 48 million in the red. 
So that is not a very proud figure, but it should be faced. We are using 
our oil about six times as fast as we are finding it in this country in 
pure new discoveries. 

Mr. Rocrrs. General, just two other questions. 

One is your efforts as to the rise-in tanker prices which you talked 
about to Mr. Wolverton. 

General THompson. I just read about that in the trade journals. 

Mr. Rocers. Well, do you know, General, who owns or controls that 
tanker fleet ? 

General Tuompson. No; I don’t. 

Mr. Rogers. Just one other question, and I will quit: Would you 
have been ready, able, and willing, General, to have conferred with 
or consulted with any of the Government agencies of this Govern- 
ment in regard to the existence of a crisis 

General THompson. We always are flattered 

Mr. Rocers (continuing). With regard to some means by which to 
meet. such crisis ? 

General THompson. We are always flattered to be invited. 

Mr. Rogers. Thank you, Mr. Chairman. 
The Cuarrman. Mr. Hale? 
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Mr. Hare. General, did I understand you to say that the Texas pro- 
duction was 46 percent of the total United States production ? 

General THompson. Around that; yes, sir. 
about the same, Mr. Hale. 

Mr. Hair. When you consider the question of allowables, as I un- 
derstand it you play no favorites, geographically. In Texas, you 
raise or lower—— 

General THompson. All alike. 

Mr. Hare. (continuing). Straight across the board. 

General THompson, Straight across the field, every field, every well, 
all treated exactly alike. 

Mr. Harr. Just one other question: What is the procedure? Sup- 
pose a company like Magnolia comes to you and says, “We have got to 
have a whole lot more oil to meet a whole lot more business.” Just 
how do you proceed ¢ 

General THompson. Once a month we have a hearing to consider 
sw demand, the allowable for the next succeeding month; and 5 days 
before that meeting, we require all purchasers who wish to buy crude 
to submit their nominations. 

Here are the nominations of last month, the current month, for 
February. (List attached in appendix.) And then at that hearing 
we tabulate all these up, and distribute them to everybody; and then 

each nominator who wishes to buy crude is required to have a personal 
representative present who under oath testifies and explains his bid, 
if anybody wants to question him, and we go through the list and check 
it up carefully. 

Then after that hearing is closed, all people are heard from, then 
we have a transcript made; and from that hearing the Commission 


decides how much the allowable would be for the next month, each and 
every day. 


And the reserves are 


Then an order goes out to every well in the State, every owner of 
every well, in this form, showing him what his allowable is per well, 
per day, for the succeeding month. When he produces that oil, he 
turns in a report and certifies it, and we issue a tender which allows 
that oil to move in commerce. It goes with the oil to the refinery. 
Then we check the refinery to see that he uses only the allowable oil. 

Mr. Hauer. If he produces more than he is supposed to produce, then 
he is—— 

General THompson. The oil is confiscated and sold at the court- 
house door in the county in which it is located. We file a suit in rem, 
an action In rem against the oil, “Zhe State of Texas v. 10,000 barrels 
of oil,” and it is sold, and all the money goes into the State treasury 

We have very little of it, because it doesn’t get anywhere. 

Mr. Hater. Has there been any time—I know there has not been 
during the present crisis, but does the Government of the United 
States, through any of its agencies, ever make representations as to 
What amount, how much oil production is needed ? 

General THompson. The only thing we get from the Federal Gov- 
ernment. is an indication once a month from the Bureau of Mines, of 
their estimate of market demand for the succeeding month, just like 
the weather bureau puts out a forecast whether ‘t is going to rain or 
not. 

Mr. Hare. It is just a written estimate? 
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General Tuompson. Just an estimate that they work on. It isa 
simple telegram saying we estimate Texas crude requirements to be 
so much. I don’t know how they work it up, but once a month they 
give us an estimate. It can come from production or from storage 
or both combined. 

Mr. Hate. Nobody representing the Government of the United 
States attends these monthly meetings? 

General THompson. No. They wouldn’t buy any oil, so there would 
be no point in being there. We would get a lot of free advice, and 
that is all. 

Mr. Hae. Thank you, Mr. Chairman. 

The CuatrmMan. Mr. Dingell ? 

Mr. Dince.u. There are several questions I wanted to ask, General, 
one of which is, you mentioned that Texas crude is very high in 
gasoline content. 

General Tuompson. It produces a lot of gasoline; yes, sir; percent- 
agewise. 

"Mr. Dinoetn. And very low in residual fuels? 

General Tuompson. We have very little residual left, because they 

take most of the gasoline and kerosene and other higher units out 
of the crude leaving little residual. 

Mr. Drncetu. Is that because of the nature of the gasoline or is 
that 

General THomrson. Because of the crude. 

Mr. Dincetx. (continuing). Because of the nature of the crude, 
or because of the nature of the refinery runs? 

General Tuompson. The type of the crude. You could burn the 
crude itself, but it is more lucrative to get the gasoline out of it. 

Mr. Dinceiy. Under those circumstances, now, General, the point 
I want to clear up is, first, can changing the ee run change the 
amount of the different fractions proportionately ? 

General THompson. Yes, you could run up and down the scale, 
get less gasoline : and have more residual left, if you wished. 

Mr. Dice. Would that be economic ally feasible, to change the 
runs so that that nail be done? 

General THompson. Well, it is pretty difficult to get a refinery to 
turn out a less profitable item. We have been wor king on that, trying 
to get them to do it and suggesting it. That is all we have au thor ity to 
do. We have no specific authority over the technique of refining. The 
products we can Jook at, and see what is on hand. 

Mr. Drnceti. The point I make is this: We have been told if Texas 
would increase its production, a portion of this Middle East problem 
would be cured. We know that gasoline stocks are high, both in this 
country and in Europe, and we know that—— 

General Tuompson. They are not high in Europe, are they? They 
are rationed over there. 

Mr. Drvcetu. I believe 103 to 110 percent is the figure we got of 
pre-Suez demand. 

General THompson. Yes. 

Mr. Drncetxi. You told us that crude stocks in this country were 
high this morning, and you also told us that product stocks—— 

General THompson. Overall, 608 million barrels. 

Mr. Dincevi. And which is fairly high for the country. 
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General THompson. Well, it is 103,000 barrels, 1 mean 3,865,000 
barrels greater than it was this time a year ago, 4 percent higher. 

Mr. Dincetit. How would that stand when you consider the in- 
creased demand which occurs each year? 

General THompson. Well, we are taking today against the same 
date last year, which would take the seasonal demand in mind. 

Mr. DincE.t. Is that adjusted for increased demand, though? 

General THompson. They make gasoline in the winter and make 
heating oil in the summer. 

Mr. Dince.u. General, the point I make, each year the demand for 
gasoline and petroleum products, crude and so on, increases. 

General THomrson. About 4 percent in this country. 

Mr. Drnecexx. In view of that 4 percent increase in stocks 

General THompson. It is still high. 

Mr. DrincEt. It is still high, in view of the 4 percent? 

General THompson. Very high. 

Mr. Dincetu. I see. 

I do not quite seem to know how to get at this particular point, but 
I would appreciate your comment on it. We are told that gasoline 
and crude and product stocks in this country are high. We know 
that gasoline stocks in Europe are high, but that stocks of residual 
fuels and lower fractions of your distilling runs are apparently in 
shorter supply. 

We have also heard it said, in the view of some of the people in the 
administration, that Texas is at fault for not producing more crude. 

If Texas was to produce more crude, would it help the situation, in 
view of the fact that Texas produces a type of crude which appar- 
ently is very high in gasoline? 

General ‘THompson. I think we ‘are producing all the crude that 
the evidence presented before us justifies at this time. 

And I have here a press statement of February 10, “European lift 
from gulf coast 454,000 barrels daily.” You understand the goal is 
only 500,000. So I think we are doing a jam-up job on this thing. 

And talk about Texas producing more oil, what would we do with 
it if we produced it? 

Mr. Dinceti. Let me go on to another point, if I may, General. 
feturning now again to the fact that stocks of all kinds of petroleum 
products are high in this country, would you say that that would 
justify a price rise? 

General THompson. I know nothing about price. I don’t want to 
go into that, because I am not an expert on it, I am not advised. I 
do not know what goes into the making up of price. 

Mr. DiNce.L. But generally it would be fair to say when stocks 
are high, gasoline and fuel prices should not rise; is that not right? 

General THompson. Well, you can say that if you wish. I do not 
know. [Laughier. | 

Mr. Dincetx. General, you heard—— 

General THomeson. f think gasoline is always too high when I 
buy it. 

Mr. Dincewn. I thoroughly agree. 

Now, General, have you heard anything about any tie-in sales? 

General THompson. No, I don’t know anything about that. 
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Mr. Dinceix. You do not know anything about that ? 

General THomrson. I don’t know anything about this lift except 
what I read in the papers. 

Mr. Drneeti. Have you ever been, were you consulted in any con- 
nection about the formation of this Middle East Emergency Com- 
mittee ? 

General Tuompson. No; I have so testified, never heard about it 
at all. 

Mr. Dince... Have you ever been requested by any department of 
the Government to raise allowables and increase Texas’ production? 

General THompson. Not at all, and I so testified awhile ago. 

Mr. Dineerx. Not at all. 

Do you think that it would be wise to create this Middle East 
Emergency Committee without domestic producers represented on 
the original committee ? 

General THompson. Well, I have no criticism of whoever it is. I 
do not even know who created it. 

Mr. Divert. But do you think the domestic producers should be 
represented on a Middle East Emergency Committee, in view of the 
fact, after all, domestic producers are going to have to produce the 
crude that is going to be used ? 

General THompson. Well, I am not going to criticize anybody. 

Mr. Drneeww. I am not asking you for criticism. I just asked you 
if you thought they should be on that committee. 

Mr. Youncer. Will the gentleman yield? 

Mr. Drncetu. I will be glad to yield. 

Mr. Youncer. Are you sure there are no domestic producers on that 
committee ? 

Mr. Drnceii. At the time it was set up, it is my understanding there 
were none. 

Mr. Youncer. The testimony the other day by Mr. Stewart was 
that there were. 

Mr. Drncety. If there were some, there would be no prejudice to 
the committee of Mr. Stewart by having the witness answer the ques- 
tion. If they were not there, he can so testify. 

The CrarrmMan. Are you talking about domestic producers ? 

Mr. Drncetx. Domestic producers. 

The Cuarrman. I think, in order that the matter should be under- 
stood, Mr. Stewart testified, and so did Mr. Wormser yesterday, that 
they did invite some domestic producers at the outset, but were turned 
down, and that only in the last few days have they been able to get two 
domestic producers to come on their committee. That was in the 
record yesterday. 

Mr. Younger. As I recall, Mr. Chairman, that was in regard to 
the minor producers; that what was said was that the ones that were 
on the original committee were those companies that had interests in 
the Middle East, but they were also local producers—for instance, 
like Standard Oil of New Jersey. 

The Cuarman. That is true. 

Mr. Younger. Which also has local production. 

The Cuatrman. Yes, sir. You mean domestic production. 

Mr. Youncer. That is true, domestic production, that is what | 
am getting at, the domestic producers were represented on that com 
nrittee. 
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Mr. Dineett. Let me change my question to conform with your 
point. 

The Cuamman. I take it the question that came up was whether 
or not there were independents. 

Mr. Younger. That is right. That is different. 

Mr. Dinertx. I think your point is very valid. 

Let me ask you this question. General, if 1 may: Do you think it 
would be wise to set up the Middle East Emergence) y Committee with- 
out having independent domestic producers on the committee ? 

General Tompson. W ell, I am not just informed on what the pur- 
poses of the committee were. I would have to know more about it to 
give sound advice. 

Mr. Dinceti. Well, General, we are trying to—— 

General Tompson. I am in the dark about the committee. 

Mr. Dincetu. If you want to know, I think there are some Members 
of Congress who are rather in the dark about the subject, too. 

General, answer me just this one question: Do you think that the oil 
lift would have worked out better if you had been consulted before 
this committee was set up? 

General Tuompson. I wouldn't flatter myself that way; no, sir. 

Mr. Drneevt, Let me ask you this question, then, General. Now, 
let us say that a situation is set up where all of a sudden there is a 
great deal of noise made about a crisis in oil supply and petroleum 
supply generally, and later it was found that that crisis had never 
existed or had been much exaggerated. Would that, in your eyes, 
serve as an excuse for oil companies to raise prices on petroleum and 
gasoline and products? 

General THompson. I decline to talk about price, because I know 
nothing about it. 

Mr. Drncetv. I was just trying to get your opinion. 

General THompson. It is an imaginary thing, you are saying “if 
there had been, if there wasn’t,” if this and if that. I just don’t be- 
lieve I can talk about price, because 1 am not informed on it. 

Mr. Dinceu. I think it is a fair question. What I want to get 
at is—— 

General THompson. I know nothing about price. 

Mr. Drneetx. You are the first man we have had on here who ap- 
parently has known the Texas situation at first hand, and of course I 
felt that perhaps you might have something on it. 

General THomrson. Well, included in my duties is not price. 

Mr. Drncetu. It seems like everybody who comes before this com- 
mittee doesn’t know anything about prices, and I would like to get 
ahold of some witness who can discuss prices with me. 

General THompson. I hope price-fixing does not get into the Gov- 
ernment. 

The CuarrMan. | might say, if the gentleman will permit the inter- 
ruption, that Tuesday of next week, Mr. Rathbone, president of Stand- 
ard Oil Co., will be before this committee, and I should think he would 
be able to answer that question. 

Mr. Dinceitx. With that, I withdraw any further questions, and 
thank the committee. 

The Cuatrman. Mr. Heselton ? 

Mr. Hesevron. I am glad to see you again. The last time I had the 
privilege of talking with you, there was some concern about elections. 
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I understand there is ani election in Texas now, but I do not suppose you 
are involved in that. hin 

General THompson. No; I am not a senatorial candidate. I appre- 
ciated your good wishes. I drew no opponent. 

Mr. Hesevron. I think you have gained almost unanimous support 
from this committee if you ever need it, but I do not think you will 
ever need it. Vv 

General, how many members are there on the commission ? 1 

General THomrson. Three. 

Mr. Hesevron. You are the chairman? 

General THompson. The chairmanship revolves. The commissioner 
who runs next is chairman, so he gets more advertising. 

Mr. Hesevron. Who are the other members ? 

General THomerson. Judge Olin Culberson and William J. Mur- 
ray, Jr. 

Mr. Hesetron. As long as we have had a testimonial on that great 
district in Texas where Amarillo is located, could you not give a boost 
to the other two communities involved ? , 

General THompson. Mr. Thornberry represents Austin, where Bill 
Murray lives. 

Mr. Hesevron. That is good. 

General THompson. And, let’s see, who represents Hillsboro; 

“Tiger” Teague, a veteran fighter, represents Culberson’s town. 

Mr. Hesewuron. That is fine, too. 

When the commission acts on these nominations, is my understand- 
ing correct that they have before them the suggestions, and they are 

called nominations, I believe, of these various purchasing companies 
as to what they believe they can purchase during the ensuing eae 
month ? 

General THomrson. What they are ready, able, and willing to buy 

2ach day in the ensuing month. 

Mr. Heseiron. Sometimes they buy what their pro rata share is, k 
and sometimes they do not ? nad 

General THompson. That is right. Sometimes they are over- 
nominated. 

Mr. Hesevron. In arriving at that decision, your commission acts 
on a statewide basis / 

General THompeson. Yes, sir. 

Mr. Hesexron. I believe you said here, and I understand you have 
been quoted as saying, there are a great many wells, some 8,000, that 
are not connected up with any pipelines to the coast area , 

General TuHompson. That is correct. G 

Mr. Heseiton. How many wells are there in Texas? has | 

General THompson. There were 173,459 last Saturday. M 

Mr. Heseiton. How much production is involved in those roughly care 
4,000 wells that are not connected ? In a 

General THompson. I do not have that figure. the « 

Mr. Hesevron. Can you give us any idea of whether it may be a Gi 
small percentage of the total production ? anyt 

General Tuomrson. It would be a small percentage of the State's. M 

Mr. Heserton. Is that lack of connection due to the fact that it is you 
not economical, in the opinion of those who build and operate these Jam 
lines, to connect those wells up? that. 

General THompson. As a matter oi fact, we are just coming out of Cie 
a great plentitude of crude, so much, we had such a big allowable, that othe 
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the people wouldn't even buy but three-fourths*of what! we allowed. 

And so, in that condition, they are very reluctant to reach out and get 
new W ells. 

Mr. Heserton. There is no pressure, so far as you know, to connect 
those wells up, from any source in Texas ¢ 

General THompson. Pressure from whom ¢ 

Mr. Hesetron. Is there any pressure from anyone to connect those 
wells up? 

General THompson. We have set a hearing 

Mr. Hesetron. Pipelines. 

General THompson. We have set a hearing for April 1 for the 
companies to show cause why they de: nie hook it up, and we will call 
the roll, well by well. 

Mr. Heseiton. Who are the parties to the hearing 

General THompson. All the pipeline companies in the State. 

Mr. Heserton. Are they opposing the idea of connecting these wells 
up? 

General THompson. No. We just called a hearing to find out why. 

Mr. Hesevron. You have not been able to determine, up to now, 
why they did not do it? 

General THompson. Well, we hear that some of these just don’t 
care to make the extensions. I know of several instances where the 
owners themselves have built lines to pipelines, and there they would 
take the oil if the owner would take the oil to the pipeline by his own 
pipeline. 

Mr. HeseEiron. Those approximately 8,000 wells are in operation 
today; are they not? 

General THompson. 8,000; yes. They have an allowable assigned 
to them. 

Mr. Hesevron. Do they use that allowable? 

General THompson. They truck about half of it. The trucker 
takes generally about half; he buys the oil and then sells it. 

Mr. Hesenron. Does that go to a nearby place where it is used, « 
is it carried to the gulf ports fort ‘ansportation ? 

General THOMPSON. No; they will take it to the nearest refinery, 
Mr. Heselton. ; 

Mr. Hese.ton. To some refinery. 

General THompson. Nearby. 

Mr. Hesetron. And that is an economic way to operate that sort 
of a well? 

General THompson. That is the only way he can; that is about all he 
has got left. 

Mr. Hesevron. I realize that you very wisely and properly do not 

“are to discuss price; you made that very clear. On the other hand, 
in answer to one of Mr. Wolverton’s questions, I think you did offer 
the opinion—— 

General THomrson. Well, he has a way of getting me to answer 
anything. 

Mr. Hesevton. He is a very good questioner. But the response that 
you made to the question intrigued me. You said that the price rise of 
January was long past due. It seems to me you have a basis for 
that. Did you mean that it should have been imposed before January ? 

General THompson. I meant—I told him later, in answer to an- 
other question, that the last price rise was in 1953. 
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Mr.|Hesenron. Yes: 

General THompson. And there had been many increases in steel, in 
labor prices, and all sorts of costs. 

Mr. Heseiron. Yes. 

General THompson. And drilling is deeper and deeper, constantly; 
the west coast, some of them twice what they used to. So I-—— 

Mr. Hesexron. I realize that that was the basis of your opinion. 

General THomrson. Pure opinion. 

Mr. Heserron. What I asked was: When should it have been in- 
creased ? 

General THomrson. I don’t know when. 

Mr. Heserron. You said “long past due.” 

General Troomrson. Yes; 1943 is quite a way back. 

Mr. Hesevron. I know—1943? 

General THompson. I mean 1953. 

Mr. Hesevron. When should the price have been increased ? 

General Tompson. I do not know, Mr. Heselton. 

Mr. Heseiton. Well, you said “long past due.” You meant some- 
thing by that. 

General THomreson. I figure- — 

Mr. Heserron. A year ago, 2 years ago, or 1944 or 1945? 

General THompson. I think it would go up with the steel prices 
and the depth of drilling. Our average depth now is around 5,000 
feet. It used to be 2,500, and as you go deeper your costs increase 
geometrically instead of arithmetically. 

Mr. Hesevron. What I am trying to get, General, is when should 
it have been increased ? 

General THomrson. I don’t know. 

Mr. Heseiton. Whi 2 did you mean by “long past due” ? 

General Tompson. Well, I don’t know what I meant. I shouldn't 
have said it. 

Mr. Hesevton. I won’t press you, then, if you want to leave it that 
way. I do not, however, want to leave it in the record that you do 
not have an opinien as to whether it is sufficient, “long past due”— 
of course, there a question arises. 

General THompson. I withdraw the whole thing. I didn’t want to 
talk about price anyhow. 

Mr. Heserron. IT know you didn’t want to, but you did say some- 
thing about it, and I want to know what you meant. 

General Tuomrson. I withdraw it. 

Mr. Hesevron. Was it sufficient ? 

General Tnomprson. I refuse to talk any more. [ Laughter. ] 

Mr. Hesexron. I cannot prevail on you to express some opinion—— 

General Tuompson. If I may do so courteously, please don’t ask 
me about price. 

Mr. Hesevron. Of course you may. 

General Toompson. Thank you. 

Mr. Hesevron. General, will you tell me. was I correct in under- 
standing that you refered to a flood of imports? Did you use those 
words? 

General Tuomrson. A flood of imports? 

Mr. Hesettron. Yes, in answer to a question Mr. O'Hara asked or 
Mr. Rogers asked. 


General Tuompson. I probably did, a million eight. 
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Mr. Hesevron. What did you mean by that? 

General THompson. It’s a right smart of imports. 

Mr. Heseuron. What would be? 

General THomrson. A million eight. 

Mr. Heseron. I am a little handicapped, because I do not know 
what phraseology to use, but what would be less than a right smart 
import ? 

yeneral THompson. A million. 

Mr. Hesevton. A million? 

General THompson. A million barrels a day. 

Mr. Heseiron. You would settle for a million, would you? 

General THompson. Well, I would say this: We could not refuse to 
have world trade, and world trade is a two-way street. Take Venezu- 
ela, for example, that is a good classic example for trading. We buy 
from them sizable qu: intities of crude that is a high fuel- producing 
crude, and we buy from them about 385,000 barrels a day, this country 
does. They spend that money with us in this country more than we 
spend with them, they have a favorable trade balance in their favor. 
They owe us nothing, they ask us for nothing except the privilege of 
doing business. We need their oil to supplement our supplies. 

I think oil imports should supplement, bring in that kind we don’t 
have, but not supplant. 

Mr. Hesevton. And in your opinion, a million barrels would be a 
satisfactory amount? 

General Tompson. At this time. 

Mr. Heserron. Did you take that into consideration in terms of 
fixing the allowables? 

General THomPson. No; we just figure whatever imports come. If 
they import enough, we wouldn’t have any allowable at all. 

Mr. Hesenton. Then you do take imports into consideration ? 

General Tuomrson. Total market demand. We subtract the im- 
ports first. 

Mr. Heseitron. Which involves imports. 

General THompson. That is correct. 

Mr. Hesetron. I think you said that Texas could produce something 
like, if I caught it correctly, 1,068,000 barrels additional crude. 

General THomerson. For a 2-month period. 

Mr. Hesevron. For a 2-month period. And that, I take it, could 
be done at a maximum efficient rate ? 

General THompson. Maximum efficient rate. 

Mr. Heseiron. That could be done at a maximum efficient rate? 

General THompson. For 2 months only. 

Mr. Hesecron. For 2 months. 

Of course, you knew about the closing of the Suez Canal when it 
happened ? 

General THomprson. When it happened? 

Mr. Hesexiton. Yes. 

General Tompson. Well, I think it was about the 28th day of 
October. 

Mr. Heseiton. Yes. And you knew about it, as we all did? 

General THompson. I was down in Australia. 

Mr. Hesevron. But word got to you eventually, I assume. 

General THompson. Yes. 





226 PETROLEUM SURVEY 


Mr. Hessevron. In October, what was the allowable that your com- 
mission granted ? 

General THompson. 3,279,697. 

Mr. Hesevron. What was the average nomination ? 

General THompson. I don’t have those nominations with me. But 
nominations would be about 13 percent greater than that, because 
when they nominate they take underproduction into consideration. 

Mr. Hesetron. That is 13 percent bigger in October ? 

General THompson. It would be approximately that. I don’t re- 
member the figure. 

Mr. Heseuron. Roughly. I am going to ask you a series of ques- 
tions on this, and I would want you to have the privilege of having 
the record as accurately as you would want. 

What were the nominations for November, average? Perhaps the 
easiest way for you—— 

General Tuompson. I have them here for 1955, 1956, and 195 

Mr. Hesevron. I beg your pardon / 

General THomrson. Let’s see, I have the 

Mr. Heseuron. Let me put it the other way; that would be easier 
for you, general. 

What was the allowable granted in November ? 

General THompson. 3.314.390. 

Mr. Hesetron. Can you give us the percentage above that that the 
persons who wanted to buy nominated ? 

General THompson. That was the month of November ? 

Mr. Hesetron. Yes. 

General THompson. Nominations of 2,896,997. 

Mr. Heseiron. You say you set an allowable of 3,314,000? 

General THompson. That is correct. 

Mr. Heserron. In other words, you set an allowable which ex- 
ceeded the nominations? 

General THompson. We did that. 

Mr. Heseuron. Why did you do that? 

General THompson. I do not recall. I happen to have the figure 
here. 

Mr. Hesevron. What is that? 

General THompson. I do not recall why we have made it greater than 
nominations. These are the figures that I have here on nominations, 

Mr. Heseiron. Well, let us go on to December. What was the 
allowable in December ? 

General THompson. The allowable was 3,395,000 flat. 

Mr. Heseiron. What was the average nomination? 

General THompson. The nomination was 3,084,629. 

Mr. Heserron. Will you take January? What was the allowable! 

General Trompson. 3,450,339. 

Mr. Hesevtron. What was the nomination ? 

General THompson,. 3,225,901. 

Mr. Heserron. What was the allowable, if you have it, for Feb- 
ruary / 

General THomrson. Allowable for February—let’s see—I don’t be- 
lieve I have February here. We raised it. You had 92,000—here it 
is right here, 3,543,672. 

Mr. Heseitton. What was the nomination? 
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General THompson. I don’t have the nomination for February 
with me. 

Mr. Hesevton. Would you furnish that to us? 

General THompson. Yes, gladly. 

Mr. Heseiton. If you would forninh to the committee the informa- 
tion for those respective dates, I would appreciate it. 

General THompson. I will do that, sir. 

Mr. Hesevron. Yes. 

General THomrson. Mail them to the secretary ¢ 

Mr. Hesevron. I believe you submit it to Mr. Layton. 

General THompson. Mr. Layton, yes. 

(General Thompson later gave the requested information as 3,344,- 
643 barrels per day.) 

Mr. Heseiron. Now, the State of Louisiana has a similar system 
of controlling waste, does it not? 

General THompPson. Yes, sir. 

Mr. Hesevron. Do you have any information as to what their rec- 
ord was in terms of allowables from October through February ? 

General THompson. No, I do not. 

Mr. Hesevron. Have ve heard anything about it at all? 

General THompson. No, I have not, except what was testified here 
yesterday, somebody said something about 

Mr. Heserron. You do not know whether they increased, month 
by month, in Louisiana / 

General THompson. I do not know. 

Mr. Hesevton. Do you know anything about Oklahoma / 

General Tompson. I recall Oklahoma raised 15, 000 barrels last 
month. 

Mr. Hesevron. You do not know about what they did from October 
through February 4 

General THompson. No, I do not. 

Mr. Heseiron. How about Kansas? 

General THomrson. I am not informed on Kansas. 

Mr. Heseiron. Then I will take the last three I have here. New 
Mexico, Arkansas, and North Dakota, do you know anything about 
them ¢ 

General THomrson. New Mexico raised one barrel a well; they pro- 
duced 40 barrels and made it 41. 

Mr. Hesevron. One barrel a day. 

Let me read what I have, and ask you whether that would be ap- 
proximately correct, in allowables: 269,000 for October, 270,000 for 
November, 275,000 for December, 309,000 for January, 319,000 for 
February. Would that 

General THomprson. That is New Mexico! 

Mr. Hesevron. Would that work out to one barrel a day all right? 

General THompson. That would be about right. You are talking 
about New Mexico? 

Mr. Heseuron. New Mexico. 

General THompson. Yes, sir. 

Mr. Hesevron. All right. 

Now, the question has been raised as to whether you were then asked 
or whether the commission had been asked to increase the production 
or the allowables in connection with this Suez crisis, and I believe you 
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said that you or some member of the commission had 1 conference: 
here, and possibly 1 other conversation. 

General THompson. The chairman of the commission, Mr. Murray, 
came up here to meet with Mr. Stewart along in the fall, I guess it was 
September, or somewhere along there, in August or September. 

Mr. Hese.ton. That would be before the Suez Canal was closed. 

General TuHompeson. Yes, sir. 

And the other conversation was, Mr. Culberson talked with Mr. 
Stewart at the compact meeting in Miami. 

Mr. Heseuron. I see. 

General Tuompson. But no request was made. 

Mr. Hesevron. No representative of the State Department 

General THompson. I checked with both my colleagues before I left 
to come up here, and I asked that very question. 

Mr. Hesetton. And no representative of the State Department was 
in touch in any way, shape, form, or manner with you or your com- 
mission ¢ 

General THompson. No, sir. 

Mr. Hesevron. Was any invitation extended by the commission for 
any official of the Federal Government to attend any such meeting? 

General THomrson. No, sir. We were not alarmed over the situa- 
tion. 

Mr. Hesetton. I beg your pardon? 

General THomrson. We were not alarmed over the so-called crisis. 

Mr. Hesetron. You misunderstand me. I would like to have the 
record clear. Was any invitation extended to any department or any 
official of the Federal Government to attend any of these hearings 
when allowables were fixed ? 

General THompson. No, sir. They are wide open hearings, anybody 
can come. We never made any specific invitation to anyone, sir. 

Mr. Hesevton. In the month of February—lI would like to put this 
in terms of days, if you have that at hand—in the month of February, 
what were the days of nomination by the several purchasing com- 
panies, do you know ? 

General THompson. They don’t nominate by days. They nominate 
in barrels. 

Mr. Hesexton. I see. Is that translated into terms of days? 

General THomrson. We make it in days, because we only operate 
15, 16, or 17 or 18 days. 

Mr. Heseuron. Yes. 

General THompson. Enough to produce that much at MER per 
calendar days. 

Mr. Heseiron. Yes. 

General THompson. A man can choose whichever days he wishes to 
produce it. 

Mr. Hesevron. Do you recall whether there was only one company 
that made a nomination which would have amounted to 16 days’ op- 
eration ? 

General THompson. I don’t recall, but I can look at the transcript 
and check it for you. 

Mr. Heseiron. Will you check to see whether the Phillips Co. was 
the only company that made that nomination for that month ? 

General Tuomrson. Phillips Co. ? 
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Mr. Hesevton. Yes. 

General THompson. Sixteen days? 

Mr. Hesevron. Yes. 

General Tuompson. I will check that. 

Mr. Heseuron. I understand from your testimony, and also from 
reading some statements that you have made, that you are seriously 
concerned as to the level of gasoline in stocks in this country. 

General Tompson. Well, it is excessive. 

Mr. Hesevron. That it is excessive. 

General Tuompson. For this season of the year. 

Mr. Hesevron. You have stated that it was excessive, have you not ? 

General THompson. Yes, sir. 

Mr. Hesevron. Is that a part of the criteria you use in determining 
the amount of allowables to be granted? When I say “you,” I mean 
the commission. 

General THompson. We consider it along with crude and other 
stocks. 

Mr. Hesexron. Is that. part of the maximum efficient rate? 

General THomeson. Does that do what? 

Mr. Heserton. Does that have anything to do with the maximum 
efficient rate of production ? 

General Tuompson. The maximum efficient rate is that rate you do 
not exceed. If you produce less, then the maximum efficient rate does 
not do harm. 

Mr. Hesevton. Exactly. But does the amount of stocks on hand 
have anything whatever to do with the maximum efficient rate of 
production ? 

General TrHomrson. None whatever. 

Mr. Hesevron. Did you say at any time, “The present squabble over 
oil shortage in England would be ended promptly if England would 
buy gasoline. We have 185 million barrels of gasoline on hand. It is 
in great excess over our requirements. England could end gasoline 
rationing if she would buy gasoline.” 

General Tompson. Yes, sir, I said that. 

Mr. Hesevtron. How does that have any bearing on the maximum 
efficient rate of production ? 

General THompson. It has no connection. Somebody said there 
was rationing and shortage of gasoline in England. I said, “Let 
them buy some of it. We have got plenty of it.” 

Mr. Heseiton. Normally, if there is an excess of any commodity 
available to the consuming public, what is the effect upon price? ~ 

General THomrson. I didn’t quite get that. 

Mr. Heseiron. Normally, if there is an excess of a commodity on 
the market available to the people who want to purchase, it what is 
the effect on price? 

General THompson. If you have an oversupply ? 

Mr. Heserron. Yes. : 

General ‘THompson. Well, normally that would depress the price, 
under the law of economics, would it not ? 

Mr. Hesevron. Does the working off of excessive gasoline stocks 
have anything to do with maximum efficient rate of production 

General THomrson. Maximum efficient rate of production ? 

Mr. Hesetron. Yes. 
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General THompson. No; it does not. 

Mr. Hesevton. Did you say, at any time, “I cannot for the life of 
me see why this imported oil being brought into this country could not 
be diverted from its importing source directly to Europe. This would 
permit the working off of our excessive gasoline stocks which are over- 
hanging in this country to the tune of 191 million barrels. The sworn 
testimony adduced at our hearings after notice is that 171 million 
barrels of gasoline are additive on hand for all purposes as of April 1.” 

General THompson. Yes, sir; I said that. 

Mr. Hesevron. Would you explain to me or the committee what 
bearing that has on the question of maximum efficient rate of produc- 
tion in Texas? 

General THompson. No connection. 

Mr. Hesetron. In connection with your deliberations, do you take 
any other criteria into consideration in establishing the allowables 
for each month ? 

General THompson. In establishing the allowables? 

Mr. Heseuron. Yes. 

General THompson. Just stocks on hand. 

Mr. Hesettron. Anything else? 

General THompson. Pipeline transportation facilities. Here is the 
statute, which I think it would be well to include in the hearing, the 
law under which we operate. 

Mr. Hesetton. I think that would be very proper. 

The CHarrMan. You may include it. 

General THomrson. Just two pages. 

The CuarrmMan. [at it be included in the record. 

(The document referred to is as follows :) 


MARKET DEMAND STATUTE 
ARTICLE 6049c. Oil and gas conservation. 
POWERS AND DUTIES OF RAILROAD COMMISSION 


Sec. 5. The Commission shall have the power, and it shall be its duty, from 
time to time to inquire into the production, storage, transportation, refining, 
reclaiming, treating, marketing, or processing of crude petroleum oil and 
natural gas, and the reasonable market demand therefor, in order to determine 
whether or not waste exists or is imminent, or whether the oil and gas conserva- 
tion laws of Texas or the rules, regulations, or orders of the Commission promul- 
gated thereunder are being violated. It shall be the duty of all persons pro- 
ducing, storing, transporting, refining, reclaiming, treating, marketing, or 
processing crude petroleum oil or natural gas or the products of either to keep 
in this State accurate records as to the amount produced, stored, transported, re- 
fined, reclaimed, treated, marketed or processed by such persons; and as to the 
source from which such person has produced, obtained or received crude petro- 
leum oil, natural gas or the products of either, and the disposition made of 
same. The Commission shall have the power to require all such persons to 
make and file with the Commission sworn statements or reports as to facts 
within their knowledge or possession pertaining to the reasonable market demand 
for crude petroleum oil and to the production, storage, transportation, refining, 
reclaiming, treating, marketing, or processing of crude petroleum oil or natural 
gas and products of either, including those facts enumerated herein; and to re- 
quire any well, lease, refinery, plant, tank or storage, or pipeline or gathering 
line, belonging to or under the control of any such person to be inspected or 
gauged by the agents of the Commission whenever and as often and for such 
periods as the Commission may deem necessary; and the Commission and its 
agents and the Attorney General and his assistants and representatives may 
likewise examine the books and records of any such person as often as deemed 
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necessary for the purpose of ascertaining the facts concerning the matters and 
things hereinabove set forth. 

Mr. Heseuron. There are two further points I would like to ask 
you about briefly. You referred to the Connally Hot Oil Act in 
the course of some statement you made or in some answer you gave to 
a question. Do you recall about that! 

General Tuompson. Do you want me to tell about the Connally 
Hot Oil Act? 

Mr. Heseuron. I say you referred to it. ; 

General Tompson. Yes. I said it was passed to aid us in getting 
the conservation laws of the State enforced, like the Dyer Act pro- 
hibiting a stolen automobile from going across State lines. 

Mr. Hesevron. Was there any consideration given to the question 
of reduction of supply below demand at that time? 

General THompson. Any consideration given to what, sir/ 

Mr. Hesevron. To the reduction of supply below the market 
demand. 

General THompson. In the act, in the Connally Act? 

Mr. Heseuron. In the Connally Hot Oil Act. 

General THomrson. It seems like I remember that the President 
had the authority to allow imports to come in and change the duty 
if the restraint was so great as to cause harm to the country, something 
like that. 

Mr. Hesetron. And he also has the power to suspend the operation 
of the Connally Hot Oil Act under certain conditions, does he not ¢ 

General THompson. I don’t know about that. 

Mr. Hesevtton. May I quote from the record of June 7, 1937, a 
statement by a former Congressman, Mr. Samuel Pettengill, who was 
recommending the passage of that legislation, and ask you to comment 
on it: 

He has the power to suspend the operation of the Connally bill if he finds 
that the oil-producing States which do prorate production are limiting produc- 
tion below national demand and thus unjustly enhancing the price. 

General THompson. By letting oil imports come in. 

Mr. Hesexron. No. 

General THompson. That is my understanding of it, Mr. Heselton. 

Mr. Hesevron. Let me refer to this, General : 

If he finds that the oil-producing States which do prorate production are 
limiting production below national demand. 

There is nothing about imports in that, at all. 

General THompson. I was just checking my memory on it 

Mr. Heseitron. Yes; I realize that. 

General THompson (continuing). At the time. I do not think the 
President has the authority to suspend the Connally Hot Oil Act. 

Mr. Heseuron. Let me read a further statement made then by a 
colleague of ours here on the committee at this time, Congressman 
Dies, of Texas: 





If we were to reduce the supply below the market demand, then immediately 
the President has the right, in connection with the protection of the nonproduc- 
ing States, to suspend the act. 

General THompson. Well, I believe the act itself would be the best 
evidence. I will be glad to get a copy of it and study it, if you will 
tell me what you want to ask me about it. 
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Mr. Hesetron. May I ask you this question, if it is not in violation 
of any practice or understanding within your Commission, and you 
may certainly tell me that you do not want to answ er because it is in 
violation of that: Is there always unanimity of opinion among the 
members of your Commission as to the allowables which shall be 
granted month by month. 

General THompson. No. We argue all the time. 

Mr. Heseuron. Yes. But 1 mean when you arrive at a decision, do 
you always arrive at it unanimously ? 

General Tuompson. I wouldn’t say we arrive at anything unani- 
mously. We have many orders besides oil orders, too. 

Mr. Hesewron. Let’s confine ourselves to the months from October 
through the last time you fixed the allowables, for February: Did the 
Commission arrive at its conclusion unanimously in each of those 
months ? 

General THompson. I am sure that each of those months, the order 
was signed by all three Commissioners. 

Mr. Hesevron. I know. Were they all in agreement as to the order 
when they made the order? 

General THompson. It would be pretty hard for me to read the 
minds of my colleagues and see whether they were in agreement or 
not. We talk it and discuss it. 

Mr. Hesevton. Well, General, you were present and took part in 
the discussion, and you know what the facts are. If you do not want 
to answer, that is all right. But I want to know if it was unanimous. 

General Tuomprson. I don’t like to leave a question unanswered if 
you leave an inference to it. We have no dissension among us. 

Mr. Hesevton. Were they unanimous that the allowables should 
be increased by the amounts you have given us, or was there anybody 
in favor of increasing them more? 

General THompson. Well, I was down in Australia in November, 
and I wouldn’t know. 

Mr. Hesetron. All right, then, let’s confine ourselves to December, 
January, and February. 

General THompson. That is pretty hard to say, if we were 
unanimous. 

Mr. Hesetron. Was anybody in favor of greater allowable than 
was granted ? 

General Tuomeson. I think that is—I don’t care to discuss the 
internal affairs. 

Mr. Hesexron. All right. 

That is all I care to ask. Thank you. 

The Cuarrman. Mr. Loser? 

Mr. Loser. Mr. Chairman, I would just like to say to this very 
distinguished Texan, that his testimony here has been most enlighten- 
ing, and his appearance is quite refreshing, and I want to agree with 
him about the distinguished gentleman from Amarillo. He is a very 
fine representative in Congress. While I am a new man, my experi- 
ence hasn’t been too great, it is always a pleasure to meet a Texan, 
and I was just w ondering if you would like to pay a tribute to those 
great Tennesseans that have gone out to Texas and helped build a 
great State. [Laughter. ] 

General THompson. The roll would be long, led by Sam Houston 
and Sam Rayburn. 
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Mr. Loser. And Davy Crockett? 
General THompson. And Davy Crockett, yes, sir. | Laughter.| 
The CuAreMan. It is very timely and very well said. 

Mr. Springer ? 

Mr. Sprincer. Mr, Chairman. 

Mr. Thompson, you convinced me by your testimony here today 
that you certainly have a very broad and adequate knowledge of oil 
conditions in the State of Texas. You have made a statement or two 
here which I would like for you to interpret further, that you believe 
this crisis was largely newspapers. 

General THomrson. That was my impression, yes, sir. 

Mr. Sprincer. Now, upon what did you base your opinion that the 
crisis was of that nature? 

General THompson. By the many scare headlines and editorials and 
columns that have come, piles of them come to our desk.. People say 
“This should be answered, this should be answered, this should be 
answered,” but I never have started writing to the editors yet. 

Mr. Sprrncer. At the time, we will say, these were all coming to 
your desk, did you have any knowledge, of yours, of what the Middle 
East Emergency Committee was doing? 

General THomrson. No, sir. 

Mr. Sprrncer. As a matter of fact, you had no knowledge, based on 
any credible evidence, Mr. Thompson, as to whether or not there was 
a crisis or not; am I right? 

General THompson. That is correct. I only gave my opinion. 

Mr. Srrincer. That opinion, however, was not based upon any evi- 
dence that had come to you with reference to whether or not there was 
a crisis in the oil markets of Western Europe? 

General THomrson. That is correct. 

Mr. Sprincer. You heard a portion of the testimony yesterday of 
Mr. Wormser ? 

General THompson. Yes, sir. 

Mr. Sprincer. Coming to the United States, I want to talk about 
prices for just a moment. Would you consider it a crisis in the 
United States, in the State of Texas, if there was a shortage of 14 
percent of the fuel oil necessary to operate the factories that used oil 
in the United States and Texas? 

General Tuompson. Would I consider that. a crisis? 

Mr. Sprincer. Yes. 

General Tromrson. Fourteen percent? 

Mr. Sprincer. Yes. 

General THompson. I don’t believe I would. 

Mr. Srrincer. If one-sixth, between one-sixth and one-seventh of 
all the factories of Texas and the United States were to close down: 
would you consider that a crisis? 

General THomrson. Well, let’s see, now. In Europe, they don’t 
have a hundred percent run by oil. 

Mr. Sprrncer. We will say 14 percent of those, then, that are oper- 
ated by oil. 

General THomrson. They run, about 24 percent use oil, about 24 
percent, for energy; and 14 of 24 percent is not a very big percentage. 
Mr. Sprincer. Would you consider that a crisis? 

General THompson. No; I wouldn't. 

Mr. Sprincer. All right. 
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In the United States, would you consider that 14 percent of those 
who operate with oil, or one-sixth or one-seventh, were shut down, 
would you consider that a crisis in this country ¢ 

General THomrson. Fourteen percent of all the people who use oil? 

Mr. Sprincer. All the factories and large institutions that use oil. 

General THompson. Yes; that would be a crisis, unless they could 
convert to some other fuel. 

Mr. Sprincer. But you would not consider that a crisis in Europe? 

General THompson. Not 14 of 24 percent, when only 24 percent 
of the factories use oil for energy; 14 of 24 percent is a very small 
percent. 

Mr. Sprincer. Let me ask you this: Would you consider it a crisis 
in this country if you were 8 percent short of your total ? 

General THompson. Well, it is pretty hard to say. It would be 
approaching it. 

Mr. Sprrncer. You would think that it would be pretty much of a 
crisis if you were 8 percent short ? 

General THompson. It would be approaching it. But 14 of 24 
percent is not that big. 

Mr. Sprincer. I just asked, 8 percent of your total requirements; 
would you consider that a crisis? 

General THompson. Yes; 8 percent would be approaching one, yes; 
unless you could convert to some other fuel. 

Mr. Sprincer. Would you advise the converting in that case, in 
this country, if there was an oil supply available? 

General THompson. Convert to gas? 

Mr. Sprincer. To some other things, to some other fuel. 

General THompson. Yes. 

Mr. Sprincer. Even if there was oil available? 

General Tuompson. If oil was available, it will be furnished. Oil 
isavailable. There is no shortage of oil at this time. 

Mr. SprinGer. I said if there was that kind of a shortage. 

General Tuomeson. Yes; I would convert. 

Mr. Sprrncer. At this time, then, it is not your opinion that a 14- 
percent shortage in fuel oil in Europe is a crisis? 

General THompson. Well, I would say that their goal is 500,000 
barrels a day, and if they are within 8 percent of it, lifting 450,000 
barrels a day from the coast, the gulf coast, that they are pretty close 
to their goal. 

Mr. Sperincer. Right now they are, I think. 

I will just put this statement in and see if you agree with it. The 
testimony of Mr. Stewart and Mr. Wormser is that they are, in fact, 
between 200,000 and 250,000 barrels a day short. Do you accept that 
figure as being true? 

General THompson. I have no reason to doubt it, knowing nothing 
but that figure and having just heard it yesterday. 

Mr. Sprincer. When you leave here, I take it that you are going 
down to Mr. Flemming’s office to talk to him. 

General THompson. He invited me to come; yes. 

Mr. Sprincer. If he convinces you that the oil lift to Europe is 
250,000 barrels short today, would you agree to raise the allowables 
sufficient to do that? 

General THompson. I couldn’t agree ahead of a hearing. That 
would be prejudging it. 
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Mr. Sprincer. I said if he convinced you that those were the facts. 

General THompson. We have to develop our facts at the hearing. 

Mr. Springer. All right. I say, let’s go to the hearings; if the facts 
show they were 250,000 barrels short, would you increase allowables / 

General THompson. You would have to come to the hearing. I 
-an’t judge what it would be ahead of a hearing. 

Mr. Sprincer. I did not ask you that. I say if the facts show there 
they were 250,000 barrels a day short. 

General THompson. I will have to wait until the hearing is had. 

Mr. Sprincer. Your situation is that if they show that they are 
250,000 barrels short, that you at this time, I take it from your testi- 
mony as it comes—I want to be fair—that you are still inclined not to 
do anything about it? 

General THompson. I don’t think you can make that inference 
from my testimony. I refuse to say ahead of the hearing what we 
are going to do; otherwise, there would be no use in having a hearing. 

Mr. Springer. I understood you 

General THompson. You don’t want me to prejudge it, 1 am sure. 

Mr. Sprtncer. I do not want you to do that at all. I understood 
you to say you had no facts to controvert the fact they were 250,000 
barrels short. 

General THompeson. I just say if they were the facts as I heard them, 
they surely would develop them at a hearing. 

Mr. Sprincer. If the facts show they would be 250,000 barrels short, 
then what is your inclination ¢ 

General THompson. We will see after the hearing. I would not 
say ahead of a hearing what order we will give on any matter. 

Mr. Sprincer. I didn’t say that. If the facts develop they were 
250,000 barrels short. 

General THompson. I don’t go along with “if the facts show.” 
Let’s wait and see what the facts do show at the hearing. 1 couldn't 
come up here and commit our commission to some future action. 
You wouldn’t want me to. 

Mr. Sprincer. I certainly wouldn’t, and I am not asking you to 
now. I say, if the facts show it. 

General THomrson. You are asking me to and I don’t want to tell 
you ahead of the hearing, I cannot tell you. 

Mr. Sprincer. I didn’t say that. I said if the facts showed that 
they were 250,000 short, I said if the facts are and the evidence is that, 
you would not have any question about that, Mr. Thompson. 

General THompson. I prefer—— 

Mr. Springer. You would not have any question if the facts showed 
they were 250,000 barrels short. 

Mr. Atcer. Would you yield? If the facts show at the hearing. 

Mr. Sprincer. If the facts show, after a hearing, that they were 
250,000 barrels short. 

General THomrson. I can’t do that until I hear what the facts are 
after a hearing, weigh the credibility of the witnesses, and give the 
testimony the proper weight. I don’t think you should ask me what 
official action I am going to take. 

Mr. Sertncer. I am not. I have asked you what the evidence is. 
and it was just a statement of fact. You area lawyer, Mr. Thompson. 

General THompson. Yes, sir. 
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Mr. Sprrncer. [ am, too. You make a statement of fact, and if 
the statements of fact are such, you can say that is the law or it isn’t. 
If the statements of fact do not develop that, that is another kind 
of a thing. 

General THomrson. I am not going to say what lam going to do 
along your hypothetical question. 

Mr. Sprincer. All right. That is a question—I have got that per- 
fectly inthe record. That is all I want to do. 

oer al THompson. Thank you very much. 

Mr. Sprrncer. Now, let me ask you this: Does the Office of Defense 
Mobilization have any standing before your commission 

General THomrson. The highest standing possible. 

Mr. Sprincer. Can they come in and file a petition to get this 250,000 
barrels a day? 

General THompson. Anybody can come before our commission. 

Mr. Springer. Anyone can come before your commission ? 

General THomrson. Anybody can come and offer testimony. 

Mr. Sprincer. All right. 

Can anyone file a petition / 

General THomrson. Anyone can file a petition. It is an open 
hearing. 

Mr. Sprincer. Let me ask you this: Can anyone besides the oil com- 
panies file a petition, Mr. Thompson? I don’t know. I am just 
asking. 

General THomrson. No. Only the nominators, the people who want 
to buy oil. 

Mr. Springer. All right. Then that does not mean that Mr. Flem- 
ming can come before you and file a petition. 

General THomeson. Well, he could file anything he wished. I don’t 
suppose he wants to buy any oil. 

Mr. Sprincer. I understand that. The probabilities are that oil 
companies are still going to have to file a petition to get the allow- 
ables; is that not true? 

General THompson. That is right. 

Mr. Sprincer. All Mr. Flemming can do is to merely tell you what 
the facts are as they find them, is that not correct ? 

General THompson. That iscorrect. And I have the highest regard 
for him. 

Mr. Sperincer. When Humble and Magnolia filed their request, did 
they have a hearing? 

General THompson. We had hearings. 

Mr. Sprrncer. You had a hearing? 

General THomeson. It lasted 3 hours. 

Mr. Sprincer. Who appeared at that hearing $ 

General THompson. All the oil companies. 

Mr. Sprincer. All of the oil companies in Texas? 

General THompson. Yes; every purchaser. We have one every 
month, open hearing. 

Mr. Sprrncrr. That request was denied ; was it not ¢ 

General THompson. No. We fixed the allowable at the figure we 
felt was adequate to fillthe demand. We don’t take each one and grant 
this fellow this, and this one that much. We add them all up and get 
a total. 
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Mr. Sprrincer. Did that allowable at the time these requests were 
made take into account there was any shortage in Europe? 

General Taomrson. We heard about people talking about it, of 
course, but we didn’t believe it was like people said, and we had enough 
crude on hand—the fact is, at one hearing, I have forgotten which one 
it was, either the last one or before, stocks of Texas crude went up the 
day befor e, increased in storage. 

The Cuatrman. Would the gentleman permit a question right 
there ? 

Mr. Sprincer. Yes. 

The CuArrman. General Thompson, did the request from the two 
oil companies mentioned for an increase in allowable, when it came 
to you, include as a basis for the increase the European crisis? 

General THomrson. They just nominated for so much. 

The Cuatrman. Did they nominate it on the basis that this was 
needed to increase the lift to Europe to meet the crisis? 

General THompson. I am sure that was mentioned in the hearing. 
T don’t remember the specific words or who did it, but I am sure it 
was mentioned. 

They don’t say this oil is going to go to a certain place. It 
said if we didn’t allow certain oil, the boats would have to be reili- 
rected to some other place in anticipation of future movements. 

Mr. Sprrncer. But this was presented in your hearing, was it not? 

General THompson. Yes. 

Mr. Sprincer. In other words, they claimed there was a shortage, 
did they not, and that was the basis—— 

General THompson. They claimed they had a customer. 

Mr. Sprinerr. Oil supplies of the Middle East were in the hear- 
ing; were they not? 

General THompson. Yes, sir. 

Mr. Springer. Were you findings on that situation based on any 
evidence that you had as to whether or not there was a shortage in 
Western Europe or not? 

General THomrson. We just took the stocks on hand, and the nom- 
inations; and from those nominations we have made an allowable 
we thought was adequate. 

Mr. Sprincer. To take care of what? 

General THomrson. To take care of the demands made before our 
commission; and we still so believe. 

Mr. Sprrncer. That that was adequate at that time? 

General THompson. For February; yes, sir. 

Mr. Sprincer. To take care of all the allowables ? 

General THomp all the requirements. 

Mr. Sprincer. All the requirements; yes. 

General THompson. Crude and products. 

Mr. Sprincer. Did that include, then, anything for Western 
Europe in those allowables? 

General THompson. Yes; I am sure that within the nominations 
some part of it was for Europe. We don’t allocate this much for 
Europe and this much for New York. It is just a total amount of 
crude made available. 

Mr. Sprrncer. What you allowed was an increase of 92,970 barrels; 
is that true? 

General THompson. That is correct. 
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Mr. Sprincer. Was that based on the fact that you felt that Europe 
needed some of that 92,970 barrels? 

General THompson. We figured that was a proper increase to make, 
plus the normal buildup, about 30,000 a day, which would make 
122,000. New wells come in during the month, and they go on the 
same allowable as their neighbors. 

Mr. Sperrincer. All right. 

Now, over in November, is your mcerease 241,000 a day / 

General THompson. 241,459. 

Mr. Sprincer. Over November and October ? 

General THompson. Over October ; yes, sir. 

Mr. Sprincer. That is what you have increased for that length of 
time? 

General THomerson. That is correct. I got these figures by phone 
from our office yesterday. 

Mr. Sprincer. I believe that is all, Mr. Chairman. 

The CuHarrman. Mr. Younger? 

Mr. Youncer. Mr. Chairman, I want to thank General Thompson 
very much. I always enjoy hearing him, and I think he makes a great 
contribution to the oil knowledge of this committee, 

General THompson. It is a pleasure to come, I assure you. 

Mr. Younger. I have only two questions. 

1. In your opinion, would not a reasonable rationing program for 
gasoline conserve at least 8 percent of our consumption without creat- 
ing a crisis among the users of gasoline in this country 4 

General THomrson. Beyond question. 

Mr. Youncer. Second, I believe you stated that you believed we 
were using now 6 percent more crude than we are discovering. 

General THompson. No. We are using it six times as fast as we 
are finding it. 

Mr. Youncer. Six times as fast. 

Can you give us the figure of the reserves today as compared with 
the reserves that were known prior to the Second World War? 

General THompson. Well, let’s see, at the time, they were 18,483 
million 

Mr. Younger. Say at the end of 1939. 

General THompson. I am trying to figure some year that I could 
hang it on. 

They stood at 181% billion barrels at that time; and in 1926 they 
stood at 8.8 billion. We built up our reserves a great deal in the last 
20 years. 

Mr. Youncer. That is right. I mean, we have more reserves in oil. 
known reserves in oil, today than we have had at any other time? 

General THompson. That is correct. 

Mr. Youncer. So that while you made the statement that we are 
using oil six times faster than we are discovering it, nevertheless there 
might be a wrong impression gathered from that statement, if it was 
not. followed 

General THompson. We are not running out of oil. But the ratio 
of consumption to discoveries is constantly rising. It is just like 
checking money out of the bank faster than you put it in. 

Mr, Youneer. That is right. 

We still have far more reserves, known reserves, today in the 
ground than we have ever had in our history. 
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General THompson. Double, in the time that you mentioned. 

Mr. Youncer. That is right. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Avery? 

Mr. Avery. General, just let me say, as a new member of the com- 
mittee, I think I am better qualified to serve having heard your testi- 
mony this morning and informally made your acquaintance. 

I have just one question. Most of my question have been pretty 
well covered by the other members of the committee. 

You have discussed at some length the nominations by the potential 
oil purchasers, and the resulting allowables that you, as the Com- 
mission, establish. 

One step further, it seems to me, we ought to clarify that here: 
Do the companies purchasing the oil, after they receive an allowable 
based on a nomination, do they always take as much oil as is allocated 
to them ?¢ 

General THompson. No. Oftentimes they overnominate. They will 
ask for more than they buy. 

Mr. Avery. Then it would not follow, even though you had raised 
the allowables, that it would have had a perceptible influence on the 
stated shortage in Western Europe? 

General THomeson. Not in exact ratio; no. 

Mr. Avery. Well, it might not have had any. If you have com- 
panies with an allowable they have not used, it would seem logical 
to me, on the basis of the testimony this morning, even had_ you 
raised the allowable, it would have had hardly a perceptible effect on 
the shortage we are faced with now in Western Europe. 

General THompson. If they had pipeline facilities. 

Mr. Avery. That is what I mean. 

General THompson. But the pipelines are pretty well filled. They 
think they can move some more to the coast. 

Mr. Avery. So we just cannot make the assumption that the failure 
to raise the allowables has created this situation, because there are 
pipelines barges, and all the other things—and refinery process, that 
is in this picture, too. 

General THompson. That is right. 

Mr. Youncer. Will the gentleman yield there? 

I think it is a very interesting point. Do your records show during 
the months of November and December and January whether or 
not all of the allowables were taken ¢ 

General THompson. Our records show that in November we were 13.6 
percent underproduced; and the December figure was nearly 14 per- 
cent. Some areas in our State are underproduced by as much as 
25 percent. 

Mr. Youneer. The average is that? 

General THompson. The average was 13.6. 

Mr. Youncer. And in January? 

General THompson. It was 13.4. 

Mr. Youncer. It was 13.4. So that if there had been the demand, 
they would have produced it ? 

General THompson. Well, 73,000 of the 171,000 wells in our State 
cannot produce as much as 10 barrels, and 10 barrels is our minimum 
below which we cannot reduce. But 73,000 of them can’t even reach 
10 barrels. Lots of them are 2 and 3 barrels. 
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Mr. Youneer. Thank you. 

Mr. Avery. Just one further question now, just for my own in- 
formation. 

Early in your testimony here this morning, General, you made the 
statement, as I heard you, there had been some change in the refrac- 
tion process whereby the amount of gasoline had been reduced; and 
it would logically follow the residual oil production had been in- 
creased. 

General THompson. That is right. I read where about 165,000 
barrels a day had been reduced in the refinery runs. That would 
make that crude available for movement. Since they had enough 
gasoline on hand, you didn’t need to grind up any more, and by 
reducing the runs, say, 125,000 or 130,000 barrels, make that much 
crude available for export. 

Mr. Avery. Well, that would 

General THompson. It wouldn’t hurt any gasoline, because we have 
got plenty of gasoline, and that would let the gasoline be marketed 
gradually. 

Mr. Avery. That did not mean there had been any more residual 
or fuel oil produced in this country; it meant it released that crude 
for movement ? 

General THomrson. For movement. As I understand it, these 
people want crude to keep their refineries running, even if they have 
to shut ours down to keep theirs running. 

Mr. Avery. Those are all my questions, Mr. Chairman. 

The Cuarrman. Mr. Alger. 

Mr. Areer. General Thompson, the other day in the testimony— 
I am asking for information; I can’t let this opportunity pass—the 
other day in the testimony developed here, Mr. Stewart pointed out 
that 60 percent of the reserves of the United States were tapped, and 
5 to 7 percent of the Mideast. 

That immediately alarmed me as a newcomer to this work, and I 
asked, “Well, at the present rate of consumption, and assuming no 
accelerated discoveries, how much longer would our oil last?” 

And he volunteered the information, “Approximately 12 years.” 

I realize what you just said in answer to Mr. Younger modifies 
that. Have you any other comments, though, relative to exploration / 

General THomerson. About running out of oil? 

Mr. Arger. Yes, sir. 

General THomrson. That cry has been heard since way back in the 
days when Mr. Hoover was President. He had a committee looking 
into it, and I think that was the first committee that said we are about 
to run out of oil, and they figured that we would run out in the magic 
figures of 13 years and 6 months. 

Ever since then, we have been finding more oil and consuming more 
and building up reserves, because we found better methods of ex- 
ploring, better methods of hunting for where to drill, and better ways 
to drill, better ways to complete, and we are also, as I illustrated early 
in the testimony, instead of getting 15 or 20 percent of the oil in 
place, we are now not happy unless we get 60 to 80 percent. We used 
to recover 15 or 20 percent and leave 80 to 85 percent of the oil in the 
ground, when the energy was dissipated and the oil would become 
viscous and cling to the sands and stay there forever. That is waste. 
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New methods make 3 or 4 times as many barrels of oil recoverable 
out of each field. So I would say that there is no danger of us run- 
ning out of oil in the forseeable future, that is, our generation. 

Mr. Areer. Would you tie in oil depletion with that as an incen- 
tive? 

General THomrson. Well, without depletion, you would have a 
stop in the development. Depletion is what has made it possible for 
these people to drill and hunt for oil. Depletion is simply a recog- 
nition that when you sell oil, you are selling capital. It is not a profit; 
you are selling your capital ‘assets. 

Mr. Axerr. You pointed out that the wells were getting deeper 
and costing more. That is why I asked that. 

General THompson. Oh, yes. 

Mr. Acer. Incentive is needed, is it not, in order to perpetuate 
the search for oil supplies ? 

General THompson. Beyond question. 

Mr. Ager. My next question now, and again I am not trying to 
prove a thing ; I am asking for information. Sitting on this com- 
mittee, I have . already heard some interesting comments about oil 
imports. There seems to be some kind of an argument between the 
domestic producers and the foreign producers, and so forth, so I 
am simply asking you if you have any comments for us at this 
time on oil imports. 

What you said today impressed me, the first time I heard it, in 
which you pointed out we have to keep markets alive, we have a fav- 
orable trade balance, and so forth. 

Have you any further comment on that clash, and how it may 
affect us in Texas relative to the independent oil producers as against 
the oil importers owning both domestic and foreign ? 

General Trrompson. Ww ell, I think, Congressman Alger, that we 
should have a normal, reasonable amount of imports to stimulate 
world trade. 

Also, it is a safety valve against running out. Around the shores 
of the Persian Gulf lies the greatest prize in Christendom, 140 million 
or 150 billion barrels. One great geologist, Wallace Pratt, has esti- 
mated 240) billion barrels. So that oi] is our oil for the future of the 
world. 

We are increasing about 4 percent a year in consumption in the 
United States, whereas F Jurope is increasing 12 to 14 percent, Europe 
and Asia. So I would say that we need to keep hunting for oil all 
the time, deeper and deeper and deeper drilling, and better and better 
production methods, and I see no scare of running out of it as long 
as you have the incentive which is furnished by the 2714 percent 
depletion. 

Mr. Ateer. You feel there is a healthy balance between imports 
and domestic production, or is that a good question ? 

General THomrson. I suggested this morning about a million bar- 
rels would seem to be about right at this time. It is a million four 
hundred thousand barrels per day imports, crude and products at 
the moment. 

Mr. Areer. Turning to just another subject: I was asked out of 
the clear sky the other day, as Congressmen sometimes are, about this 
oil and the Middle East situation and about my State of Texas, rela- 
tive to not complying with increased production. 
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Knowing nothing about it, I made the remarks to the newspaper- 
man who contacted me, I felt sure if my State officials were given the 
facts, they would make the right decision. 

Since then, I have been told by witnesses here that the Federal 
Government did not want to interfere with the State, which is a 
wonderful statement; it is one I have not heard up here very often. 

Are you not perfectly willing and do you not welcome any informa- 
tion that Uncle Sam wants to give the State railroad commission in 

Texas so that you could make decisions for the benefit 

General THompson. Anybody can come to our hearings. We would 
be glad to get any information we can from anyone. We are not 
courting Federal authority or Federal domination or Federal dicta- 
tion. We have been fighting that for 25 years. But any information 
that can be given to our commission would be gratefully received, from 
any responsible source 

Mr. Areorr. I < appreci iate that, and I feel that your testimony today 
proves that States rights is something that is very real and virile in 
operation. 

General THomrson. That they must be carefully guarded, and the 
State officials should not sit supiely by, but do a good job, and then 
you have no cause for Federal interference. 

Mr. Arcer. I certainly agree with that. You were here yester- 
day, which surprised me, I did not know that, so you heard a lot 
of other conversation. ‘And, since I have learned so much from you 
today, have you any other observations based on what was said here 
yesterday that you heard, or anything you heard today, that you 
would like to volunteer ? 

General ‘THompson. None at all. I would like to go to lunch. 
| Laughter. | 

The Cuarrman. General Thompson, the observation you just made, 
of course, requires the Chair to take notice. I had just 1 or 2 questions 
that I wanted to ask you, myself—— 

General THompson. All right. 

The CHatrkMAwn (continuing). To point up what has already been 
touched on: The percentage of unproduced allowables for the last 

3 months thé at you spoke of. 

General THompson. That is not just for 3 months. It is historical. 

The CuairmMan. Yes. 

General THompeson. Even in the best field, it can’t produce its allow- 
able every day, because you have to work over wells. 

The Cuarrman. Well, during the month of January, you said it was 
i4 percent, I believe. 

General THompson. That is right. 

The Cuairman. Unproduced allowables. 

General THompson. Allowable that they did not produce. We 
assign him to a well that cannot make it, until we find out from his 
report, and then we cut down that well to what he can make. Say he 
makes 4 barrels, and we have been giving him 10. It is just almost 
impossible to watch each well each month currently. 

The CHatrman. Yes; I know that is true. But if that percentage 
of production could have been realized, how much would the increase 
of crude available for the supply have been ‘ 

General THompson. Well, it would be 18 percent of 3 millien bar- 
rels, the 3 million barrels daily allowable considered the base. 
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The CHairMan. Yes. 

Mr. Youncer. Three hundred and ninety thousand barrels. 

The Cuamman. In other words, by the action of your commission, 
the production of ‘Texas alone, if they produced the total allowables, 
would have been that much more oil available. 

General THomrpson. If they could produce it. 

The Cuarrman. That is what I mean. 

General 'THomrson. But you never would have an oil well produce 
every day just what you set, a whole field. 

The Cuatrman. Yes; I understand that. 

General THompson. You have workovers, shutdowns, repairs, 
switchers get sick. 

The Cuamman. At the hearing that you held as a result of the 
nomination of the-—was it the Gulf and the Humble ? 

General THomrson. Magnolia and Humble. 

The CuarrmMan. Magnolia and Humble? 

General THomrson. Those are the ones I mentioned. 

The Cuairman. Yes. They asked for increased allowables at cer- 
tain areas ¢ 

General THompson. Yes. At first they wanted it around the coast ; 
then they amended that and said, “Take it anywhere, and we will buy 
anybody’s oil that didn’t want to take it.” 

The Cuamman. Buy anybody’s oil that did not want to take it/ 

General THompson. Anybody that wanted less allowable, if the 
commission would raise the allowable they, Humble or Magnolia, 
would buy it from them. They just made a general bid, “We will 
take all the oil you can bring us.” 

The CHarrMan. Yes. 

General THompson. Because they said they had a customer; Jersey 
or Socony, I guess, was the customer. 

The Cuarrman. Now, had they shown to your commission at that 
time that this amount of oil was needed to meet the emergency, and that 
the oil could have been directed in order that that emergency could 
have been met, could you say whether or not your commission would 
have granted additional allowables? 

General THompson. I could not say. 

The Cuarrman. You could not say? 

General THompson. That is something within the bosom of the 
commission, and after hearing and notice, and what we would have 
done, we act through our order, we speak only through the orders. 

The Cuarrman. In World War II, you were a member of the Texas 
Railroad Commission ? 

General THompson. Yes, sir. 

The CHatrman. We had, of course, the emergency that lasted 
several years during that war. How much did the commission in- 
crease the production, the allowables, in the State of Texas? 

General THomrson. We met every demand, and exceeded them, even 
to the point where there was some criticism of producing too much. 
But they had a national emergency there. 

The CuarrMan. Yes. 

General THompson. Our emergency. 

The CuHatrMan. You know, of course, the position of the adminis- 
tration is there is a crisis in Western Europe? 
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General THomrson. I am going to hear about that, I guess, at 
lunch. I haven’t heard it yet. 

The Cuarrman. I am going to ask about it, too. 

I wanted to ask you one further question: Is the State of Texas 
capable of increasing the allowables and production if the proper 
officials, as an example, the President of the United States, who ac- 
cording to news reports warned of action that the Federal Govern- 
ment would take—if that could be show n, is the State of Texas capable 
of increasing production substantially to meet such an emergency? 

General THoMPson. Anything the President asks for in the form 
of national security will be answered immediately up to the limit of 
our —— capacity, our tank trucks, or rail, or anything. 

The Cuamman. That is precisely what I wanted you ‘to answer, 
and you have answered the question. 

General Thompson, let me thank you very much on behalf of the 
committee for your presentation here today, and as always we are 
glad to see you and glad to have you with us. 

General THompson. Thank you very much. 

The Cuarrman. The committee is adjourned until Tuesday morn- 
ing, at which time Mr. Rathbone, of the Standard of New Jersey, 
will be a witness. 

(The following additional information was later submitted by 
General Thompson :) 
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at APPENDIX 
Texas Railroad Commission, statement of allowable production and nominations 
as {Barrels average daily] 
er 
C- Allowable | Production; Nomina- Allowable | Production | Nomina- 
$5 Year and average average tions daily Year and average average | tions daily 
n- month daily daily average month daily daily average 
barrels barrels barrels barrels barrels barrels 
le ¥ ; 
y ; 1955 1956 '—Con 
m January 3, 293, 984 2, 912, 799 February 3, 426, 273 2 2, ¢ 
February 3, 280, 652 2, 953, 661 Mareh 3, 478,196 | 2 2, § 
of March 3, 369, 464 | 3,009,013 || April. 3, 401,856 | 2 2, § 
April 3, 329, 468 | 3, 008, 073 || May 3, 374,277 | 2 2, 
May 3, 135, 628 2, 723 2, 876, 673 June 3, 288, 571 2 , i 
1", June 3, 082, 168 2, 687, 480 | 2, 798, 561 July 3, 452,641 | 2,934, 2, 
July 3, 061, 061 2, 649, 976 2, 793, 838 August 3, 426,452 | 2,972, 447 2, 
August 3, 030, 404 2, 658, 990 2, 817, 320 September 3, 390, 184 2, 928, 392 2, 
| ‘ September } 3,115, 326 2, 2, 833, 844 October 3, 278,799 | 2,863, 936 2, f 
l€ October 3, 193, 905 2 2, 791, 034 November 3, 378, 142 2, 942, 894 2% 
re November 3, 308, 775 | 2 2, 911, 529 December- - .| ? 3, 395,009 | ? 2, 988, 151 3, 
December 3, 346, 153 2 2, 925, 266 
1957 
1956 } January-..._| ? 3, 450, 339 | 2 3, 025, 326 3, 225, 901 
January 3, 410, 469 2, 960, 021 2, 958, 772 February 3, 344, 643 
h- 
Vs Preliminary. 
2? December 1956 and January 1957 estimated 
Vv SUMMARY.—Nominations for crude oil for 6 months’ period, beginning February 


1957, Railroad Commission of Texas, oil and gas division, Jan. 12, 1957 


Increase, | Decrease, 








Febru- | February| February 
District ary March | April May June July firm over | firm over 
| January | January 
| firm firm 
| pele , pry Sty Dis aus pr sa: bead 
1. Southeast Texas 62,208} 62,208) 62,208) 62,208) 62,208} 62, 208) | 1, 450 
2. Southwest Texas 164, 381; 164,381) 164,381, 164,381) 164, 381| 164, 381 5, 205) 
3. Gulf coast -| 475,716) 475, 587) 475,626; 475, 587) 475,625) 475, 587) 12, 248 
4. Southwest Texas | 259,829] 259,829] 259 259,829) 259,829} 259, 829 1, 451 
| 5. East central Texas | 46, 534) 46, 5é 46, 534 46,534) 46, 534} 1, 406} = 
| 6. East Texas (outside) 140, 243 < 140, 243) 140,243; 140,243) 140, 243 4, 210 
6. East Texas field 215, 346 245,346| 245,346) 245,346 245,346) 245, 364 8, 444 
| 7-B. West central Texas 185, 761 186, 578; 186,112) 186,578) 186,112) 186, 578 14, 138 
7-C. West central Texas 184,870) 184,456 184,586 184,456) 184,586) 184, 456 5, 124} 
s. West Texas .|1, 252, 9611, 252, 962) 1, 252, 962) 1, 252, 962) 1, 252, 962)1, 282, 962 66, 029 
| 9%. North Texas 221, 393) 222, 222, 578| 222,571} 222,578) 222, 571 3, 941) 
10. Panhandle 105,400) 105,400) 105,400) 105,400) 105,400} 105, 400 SUS 
| 5 : i aa 
Total 3, 344, 643/3, 346, 09513, 345, 805'3, 346, 095/3, 345, 804 3, 346, 095 121, 643 2, 901 


Total nominations February 1957 


3, 344, 643 
Total nominations January 1957 


3, 225, 901 
Increase 118, 


FEDERAL STATUTES 


INTERSTATE TRANSPORTATION OF PETROLEUM PRODUCTS 


(Connally Act) 
715. PURPOSE OF CHAPTER.—It is hereby declared to be the policy of Congress 


to protect interstate and foreign commerce from the diversion and obstruction 
of, and the burden and harmful effect upon, such commerce caused by contra- 
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band oil as herein defined, and to encourage the conservation of deposits of crude 
oil situated within the United States. 

715a. DeriniTiIons.—As used in this chapter (1) The term “contraband oil” 
means petroleum which, or any constituent part of which, was produced, trans- 
ported, or withdrawn from storage in excess of the amounts permitted to be 
produced, transported, or withdrawn from storage under the laws of a State or 
under any regulation or order prescribed thereunder by any board, commission, 
officer, or other duly authorized agency of such State, or any of the products of 
such petroleum. 

(2) The term “products” or “petroleum products” includes any article produced 
or derived in whole or in part frem petroleum or any product thereof by refining, 
processing, manufacturing, or otherwise. 

(3) The term “interstate commerce” means commerce between any point in a 
State and any point outside thereof, or between points within the same State but 
through any place outside thereof, or from any place in the United States to a 
foreign country, but only insofar as such commerce takes place within the United 
States. 

(4) The term “person” includes an individual, partnership, corporation, or 
joint-stock company. 

715b. INTERSTATE TRANSPORTATION OF CONTRABAND OIL FORBIDDEN.—The ship- 
ment or transportation in interstate commerce from any State of contraband oil 
produced in such State is hereby prohibited. For the purpose of this section 
contraband oil shall not be deemed. to have been produced in a State if none of 
the petroleum constituting such contraband oil, or from which it was produced 
or derived, was produced, transported, or withdrawn from storage in excess of the 
amounts permitted to be produced, transported, or withdrawn from storage under 
the laws of such State or under any regulation or order prescribed thereunder 
by any board, commission, officer, or other duly authorized agency of such State. 

715c. SUSPENSION OF OPERATION OF SECTION 715B.-—Whenever the President finds 
that the amount of petroleum and petroleum products moving in interstate com- 
merce is so limited as to be the cause, in whole or in part, of a lack of parity 
between supply (including imports and reasonable withdrawals from storage) 
and consumptive demand (including exports and reasonable additions to storage) 
resulting in an undue petroleum and petroleum products, he shall by proclamation 
declare such finding, and thereupon the provisions of section 715b shall be 
inoperative until such time as the President shall find and by proclamation de- 
clare that the conditions which gave rise to the suspension of the operation of 
the provisions of such section no longer exist. If any provision of this section 
or the application thereof shall be held to be invalid, the validity or application 
of section 715b shall not be affected thereby. 


Figures showing the approwvimate net or calendar-day allowable for March 1957 


| M arch 1957 





District 


Calendar 
day allow- 
able as of 
Feb. 9, 1957 


Number 
shutdown 
days for 
March 1957 ! 


Calendar 
day allow- 
able for 


| | allowable 
| 
March 1957 | 


change as 
compared 
| with Feb. 9, 
1957 allow - 


| able 
sieccesaliaiaiehahtedipiabsieniieoaies ee — 

1 68, 707 13 | 71, 233 +-2, 526 
2 _ 161, 441 | 13 173, 652 +12, 211 
eer 487, 327 13 | 512, 655 4-25, 328 
4 262, 721 | 213 278, 162 | +15, 441 
5 : 46, 767 | 13 | 49, 377 +2, 610 
6 Outside east Texas field 150, 349 | 13 | 160, 623 +-10, 274 
6 East Texas field - 217, 549 | 13 233, 964 +16, 415 
7-B... 209, 171 13 221, 144 +11, 973 
Ful)... 194, 850 | 13 208, 077 +13, 227 
s 1, 288, 117 313 | 1, 377, 012 +88, 895 
9 289, 536 | 13 | 300, 687 +11, 151 
10 145, 618 13 146, 468 +850 

Total 3, 522, 153 3, 733, 054 +210, 901 


! Denotes shutdown days applicable to nonexempt production 
2 District 4, Pantex field based on 16 producing days. 
8 District 8, Headlee (Devonian) and Dora Roberts (Devonian) fields. based or 6-producing days. 
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Calendar day allowable, crude oil, March 1957 
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Bureau of Mines estimate, crude oil, March 1957 
Texas allowable over Bureau of Mines, crude oil___--_---_------~--~__ 
Estimated Mar. 1, 1957, production of natural gasoline and distillate__ 
Total Texas allowable March 1957, including natural gasoline and dis- 

ia Res cet pee Pia SE oe ae 22 RS Sea F< een EOP he Bo 
Calendar day allowable for March based on Feb. 9, 1957, allowable 

OUT aan ai sits gs wt es Ge mines th then niente alah aga aise 
Estimated average daily buildup Feb. 9, 1957, through Mar. 31, 1957__ 


Total__ soidicesiaaprimnidinataliadit 
Less estimated underproduction 


Estimated production__-_ she 


United States oil production 


| 
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Barrels 

per day 
3, 733, 054 
3, 500, 000 
233, 054 
536, 854 


4, 269, 908 


3, 733, 054 
48, 000 


3, 781, 054 


487, 756 


3, 298, 298 


Barrels Producing 
daily, 1956 wells 
| 

Alabama. - - -.---- P : . adi 8, 232 | 156 
Arkansas ; = ; 78, 858 | 4, 789 
California. - eeuddacal s 961, 022 | 36, 057 
Colorado - - - -- sacaqiipvases 159, 798 2, 162 
Florida. __------ : eesaben 1,311 | 11 | 
Illinois. Sia - ; 226, 863 | 37, 684 
ee Saeetaen kines ‘ : 30, 727 | 5, 189 
Kansas niintie tn A es Pace a 339, 664 37, 095 
Kentucky - - - .---- sean ee ee ee : 47, 686 | 17, 693 | 
Louisiana --- - -.- oa. ; | 808, 842 | 20, 247 
Michigan ------ 29, 637 4, 103 
Mississippi - - - -- ; 111, 145 2, 429 
Montana as : : 58, 473 4, 009 
Nebraska - abccapscihtatsiiadion 44, 399 1,013 
Nevada. piiigebinemeaicieed 183 2 
New Mexico on 240, 393 9, 465 
New York . ; = i 7,617 17, 237 
North Dakota............. 36, 669 750 
Ohio aedewe ‘s 13, 238 19, 990 
Oklahoma. ._.------ secs eda 585, 415 75, 756 
ae ee - ‘ 22, 814 | 56, 082 
Texas a Se aimee cae niditgatinenninitiiaia ---| 3, 036, 801 | 171, 468 
Utah ee Rew ne eines one -| 6, 262 | 104 
West V irginia. ‘ - ee a | 6, 112 14, 333 
Wyoming... --- 286, 973 | 6, 416 
Miscellaneous. _ __- } 309 | 162 | 

Total United States 7, 149, 443 | 544, 402 


Source: The Oi] and Gas Journal, Jan. 28, 1957. 
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Daily average 
per well 
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26. 
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World crude oil production 


{Thousands of barrels daily] 

























































Ist 2d | 3d 4th 1956 1955 
| Quarter | quarter | quarter | quarter 
en — 2 ~ 
| 
United States__- tntecis 7, 228.3 7,066.9 | 7,113.2 7, 176. 2 7, 146. 2 6, 806.9 
Canada. ‘ 455. 6 401.7 | 472.0 | 494.7 456. 0 354. 4 
Mexico : 261.3 252. 2 252.3 | 254. 0 255. 0 244.8 
Total North America 7, 945, 2 7, 720.8 7, 837.5 | 7,924.9 7, 857. 2 7, 406. 1 
Argentina... : 84.0 82.1; 81.2] 863 83.4 83.5 
Bolivia 8.5 8.5 8.8 | 9.2 8.8 7.6 
Brazil____- 4 6.9 an 12.8 | 21.1 10.9 5.5 
Chile_ _- , 8.5 8.8 10. 1 10.5 9.5 7.0 
Colombia ‘ ; wre 115.7 119.3 122. 5 124. 2 120.4 108. 7 
Cuba_- : 1.5 1.8 1.6 1.7 1.7 1.0 
Ecuador - - uae 9.9 8.9 9.8 | 9.8 9.8 9.8 
Peru. 48.3 50.7 50.5 50.5 49.9 47.0 
Trinidad 74.4 77.2 80.6 83.9 79.0 67.6 
Venezuela F .-| 2,353.7 2, 374.3 2, 460. 5 2, 543. 6 2, 433. 0 2, 157.4 
Total South America and Carib- 

bean _-_- 2,711.4 2,738.7 | 2,838.4 2, 940. 8 2, 806. 4 2, 495. 1 
Total Western Hemisphere 910, 656.6 | 10,459.5 | 10,675.9 | 10, 865.7 | 10,663.6 | 9,901.2 
Algeria...........- 1.0 +] 6 6 7 | 1.2 
Austria ‘ 65. 4 64.4 63.0 | 62.2 63. 8 68.2 
France____- 21.7 23.3 25.0 | 26.5 | 24.1 | 16.8 
French Morocco. - 2.2 2.2 1.9 | 1.8 | 2.0 | 2.1 
Germany (West) i 63.9 67.1 70.0 | 71.0 | 68. 0 61.5 
Ro cee ts lt oe aed 7.9 9.8 | 12.0 | 12.4 | 10.5 | 4.2 
Netherlands- -- 18,5 20. 6 21,2 | 22,1 | 20.6 | 19.6 
United Kingdom 1.3 1.4 | 1.3 1.2 1.3 11 

Total West Europe and North | 
Africa (excluding U. 8. 8. R.)--- 181.9 189. 5 | 195. 0 197.8 191.0 174.7 
Albania..........- is e | 7 6.0. ——— 6. 0 ~ 6. 0 6. 0 Pe me 6.0 | 4.4 
Czechoslovakia ---_-_-_- a A } 3.0 3.0 3.0 3.0 3.0 | 2.8 
SIE Nc cannnccenen 35. 0 35.0 35. 0 35.0 35.0 | 30.0 
Poland____..- 5 ies ; 7.0 7.0 7.0 7.0 7.0 | 4.0 
ee ee = 223. 0 223. 0 223. 0 223. 0 223.0 | 211.5 
OB oa an oo cc cene é 3.0 3.0 3.0 3.0 3.0 5.2 
U.. mo eot ‘3 1, 568. 0 1,568.0 | 1,568.0) 1,568.0 | 1,568.0] 1,412.0 
Total U. S. 8S. R. and satellites 1, 845.0 1, $45.0 1, 845.0 1, 845. 0 1, 845. 0 1, 669.9 
Bahrain. -- ; 30.0 30.0, 30.0; 30.0, 30.0 30. 1 
Egypt 33.3 37.9 37.9 36.0 36. 6 34.4 
Iran 363. 3 565. 8 571.7 611.0 547.5 325. 4 
Iraq ; ; es 522. 4 776. 1 759. 5 390. 4 641.8 690. 6 
Israel 0.3 0.6 0.6 0.6 0.5 0.0 
Kuwait 1, 124.8 1, 199.7 1, 167.4 791.9 1,075.2 1, 091.8 
Neutral Zone. -- 30.0 37.2 40.0 40.1 37.5 23.9 
Qatar 120.3 126.3 125.9 131.0 127.3 113.8 
Saudi Arabia 1, 000. 2 1, 086. 2 1, 029. 1 818.3 985. 3 965. 0 
Turkey. aed pubes 5.9 5.5 5.3 7.1 5.9 3.0 
Total Middle East- 3, 230. 5 3, 865. 3 3, 767.4 2, 856. 4 3, 487.6 3, 278.0 
British Borneo-_---- ‘ | 115.1 . 117.0 120. 6 125. 0 119. 4 109. 1 
Burma . 4.4 4.6 5.3 5.3 4.9 4.4 
China... 19.3 19.3 19.3 19.3 19.3 14.1 
India- -- ; 6.2 6.3 6.2 | 6.1 6.2 7.1 
Indonesia ; 251. 2 251. 2 257.0 256. 0 254. 1 234. 0 
Japan. 5.6 6.9 5.9 5.9 6.1 6.1 
New Guinea. , 7.1 7.1 7.1 2 7.1 9.4 
Pakistan___--_- 5.8 5.6 5.7 5.7 5.7 | 5.7 
Total Asia and Australasia___- - 414.7 418.0 0 430. 4 422.8 389. 9 
Total.Eastern Hemisphere 5, 672. 1 6,317.8 6, 235. 4 5, 329. 6 5, 856. 4 5, 512.5 
World total_- 16, 328.7 | 16,777.3 | 16,911.3 | 16,195.2 | 16, 520.0 15, 413.7 


Source: World Petroleum, January 1957 


Texas RamRoAD Commission, Om ANvd Gas Division, Austin, TEX. 
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PETROLEUM SURVEY 


TUESDAY, FEBRUARY 19, 1957 


House or REPRESENTATIVES, 
CoMMITYTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 1334, 
New House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuarrman. The committee will come to order. 

This is a continuation of our hearings regarding the petroleum 
situation as it affects our domestic supply, reserves, and demands, 
price, the oil lift to Europe and the problems resulting from the so- 
called Middle East crisis and its effect on our domestic program. 

We have with us this morning Mr. M. J. Rathbone, president of 
Standard Oil Co. of New Jersey. 

Mr. Rathbone has appeared before this committee from time to 
time in the past and always has been helpful in clarifying various 
problems that have been before us. In view of some of the c confusing 
expressions which have been made the past few weeks about the suc- 
cess of the European oil lift, we especially welcome Mr. Rathbone’s 
presence with us today as an aid to our full understanding of the 
real situation, 

I might say that it is the purpose, and has been the purpose, of 
this committee to be completely objective about the problems, and 
we are trying to clarify many of the issues which have been developed, 
in order that the real facts can be ascertained. 

On February 7, the Office of Oil and Gas appeared before us, and 
on the basis of figures they had prepared as of January 29, told us 
that the oil lift to Europe for the first quarter 1957 would be only 
some 250,000 barrels a day below Europe’s full normal requirements, 
without any consideration of rationing. This meant that some 92 
percent of Europe’s full requirements would be met. 

On the same day, Mr. Stewart P. Coleman, vice president of Stand- 
ard Oil Co. (New Jersey), is quoted as having promised in Paris that 
Europe’s essential needs would continue to be met, but there was 
no practical way to furnish American oil to satisfy all normal re- 
quirements without pumping an extra 1,200,000 barrels a day. Either 
Mr. Coleman or Mr. J. P. Berkin, a Dutch-Shell director and head 
of the European petroleum group, stated more than 80 percent of 
Europe’s normal demand would be met first quarter. 

Then, on February 13, in New York, Mr. Rathbone held a press 
conference at which he said: 


It appears now that more than 80 percent of Europe’s normal overall re- 
quirements for the first quarter of this year would be met. 
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Mr. Rathbone went on to say that the ability to meet completely 
the European need for oil and products depended upon four factors: 
(1) the weather, (2) partial opening of the Iraq pipelines, (3) partial 
opening of the Suez Canal, and (4) availability of increased quan- 
tities of crude oil in the United States. 

These various percentages, whether 80, according to Jersey Stand- 
ard, or 92, according to the Office of Oil and Gas, are computed against 
normal full requirements. It has been our understanding all along 
that the European nations were engaged in varying degree of ration- 


. 


ing, so that it is difficult to see where the lift could be below current 
needs. 

Nevertheless, on January 27, Assistant Secretary Wormser ; on Feb- 
ruary 2, Director Steward; on February 8, Mobilizer Flemming; and 
Secretary Wormser here again February 14, all stated that there was 
a crisis, and that the oil lift was dangerously lagging. 

Mr. Rathbone, you can see just what quandary the committe is in, 
in view of these differing statements, some of which have been attrib- 
uted to you, or your colleagues. We hope today you can clear up some 
of this for us. 

Mr. Hatz. You might add that we have had testimony from the 
Texas Railroad Commission that the crisis didn’t exist. 

The CHarrman. Well, I believe in using his own words; he called 
it the vanishing crisis; General Thompson referred to it as the van- 
ishing crisis. 

We would like to hear your opinions, in view of the fact that your 
company is operating in the Middle East, you are precisely in the 
middle of the so-called crisis in the Middle East, and the so-called 
crisis in the alleged lagging of the program in Europe, and your com- 

any is a member of what is referred to as the MEEC, Middle East 
tmergency Committee. In further confusing this whole picture, the 
matter of the price increase came right in the middle of it, and is 
alleged to be a result of the Middle East crisis by some of your affiliates. 

Specifically will you comment on these items : 

1. Is the lift above or below the target set for supplying Europe? 

2. Is this target based upon some level of essential needs, or is the 
target that of supplying all of Europe’s normal requirements? 

3. If, as it appears, we have been much more than meeting these 
essential needs, what has given rise to the apparent official position— 
that the lift is woefully inadequate and such inadequacy was the result 
of too low domestic production ? 

4. It is reported that Mr. Hines Baker, president of Humble Oil 
Refining Co., a subsidiary, gave as the reason for increasing the price 
of crude oil last January that the company was short of supplies 
owing to the Middle East crisis and the increased demands from 
Europe. In view of the manner in which Europe’s requirements have 
been met, we should like your explanation of these stated reasons for 
increasing the price of crude. 

5. In your press conference last Wednesday, you are reported to 
have said that, “Domestic producers on the gulf coast had forced 
Jersey Standard to take unwanted gasoline,” but that Jersey “had 
absorbed the tie-in sales and forced none of the unneeded gasoline on 
Europe.” You are further reported to have said that you had “care- 
fully avoided” finding out the names of the sellers to you of 834,000 
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barrels of distillate who required you to take half as much gasoline, but 
that if you were asked here, you would name them. 

We would like you to state who they are. 

We welcome you to this committee this morning. I have given you 
a pretty big bill to answer, but I feel that you are fully capable of 
doing so. 


STATEMENT OF M. J. RATHBONE, PRESIDENT, STANDARD OIL CO. 
(NEW JERSEY), NEW YORK, N. Y., ACCOMPANIED BY N. J. 
CAMPBELL, JR., ASSOCIATE GENERAL COUNSEL, AND T. W. 
MOORE, ASSISTANT MANAGER, COORDINATION, PETROLEUM 
ECONOMIC DEPARTMENT, STANDARD OIL CO. (NEW JERSEY) 


Mr. Rarusone. Mr. Chairman and gentlemen, that is a pretty tall 
order you have outlined there. I have a statement here which you 
gentlemen all have copies of. I don’t know whether you would like 
to have me present this statement first or not. 

The Cuarrman. I think it would be orderly procedure, Mr. Rath- 
bone, if you would present your statement and then make any further 
comments on my questions that you perhaps did not or would not 
cover in your statement. 

Mr. Rarueone. Yes, sir. 

Well, first, may I say that I welcome this opportunity to appear 
before your committee to discuss Jersey Standard’s role in meeting 
Western Europe’s emergency needs for oil resulting from the shut- 
down of the Suez Canal and the cutting of one of the major pipeline 
systems in the Middle East. 

And, as you have stated, there seems to be some uncertainty regard- 
ing the effectiveness of the American oil industry’s job in meeting 
that emergency. 

The Cuatrman. Would you raise your voice just a little, Mr. Rath- 
bone ? 

Mr. Rarreone. I will try, sir. 

The Cuarrman. May we have order, as much as possible. We have 
a pretty good crowd here, and everybody wants to hear. 

Mr. Rarugone. Thank you. I have a disability of a very heavy 
cold, but I will do the best I can. Maybe if I would stand up, it would 
be better. 

In my opinion, the oil industry has done a very good job in dealing 
with the problem. As for Jersey Standard and its affiliated compa- 
nies, we are proud of our own accomplishments in this respect. 

So that the committee can appreciate the dimensions of the prob- 
lem, let me briefly outline the normal role of Middle East oil in the 
Western European economy. 

In 1956, up to November 1, the countries of Western Europe and 
north Africa used an average of somewhat over 3 million barrels of 
oiladay. Two-thirds of this came from the Middle East. 

This Middle East oil moved westward through two major pipeline 
systems to the eastern shore of the Mediterranean, and by ship through 
the Suez Canal. Tapline carried an average of 320,000 barrels a day 
to Sidon in Lebanon from the oil fields of Saudi Arabia. The Iraq 
Petroleum Co.’s pipelines moved about 530,000 barrels a day from 
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Iraq to terminals at Banias. In Syria, and Tripoli, in Lebanon. In 
addition, approximately 1,520,000 barrels a day of crude oil and oil 
products were transported through the Suez Canal from Bahrein, 
Tran, Iraq, Kuwait, Qatar, and Saudi Arabia. Of this total of about 
2,350,000 barrels a ‘day, approximately 2 million barrels a day went 
to Europe. 

On November 1, traffic through the Suez Canal was stopped, and 
a few days later the pumping stations in Syria on the Iraq pipelines 
were sabotaged. Tapline continued to operate, although its output 
could not be shipped to British or French destinations this w ay, by 
government edict. 

Virtually overnight the oil companies supplying Europe and North 
Africa were faced with a tremendous transportation problem. At 
once, these companies had to institute emergency measures. Let me say 
that, from the start, our company’s view was that the objective was to 
supply, to the maximum extent possible, the essential European re- 
quirements for oil so that the effect of the Middle East events on 
Kurope’s fuel supply would be held to a minimum. 

The first actions primarily concerned transportation. There were 
not enough tankships in the world to bring around the Cape of Good 
Hope the same amount of Persian Gulf oil that the area had been 
receiving through Iraq Petroleum Co. pipelines and the Suez Canal. 
So Europe looked to the United States gulf and the Caribbean from 
which a tanker can deliver twice as much oil as it can carry from the 
Persian Gulf around the Cape to Western Europe. 

When Egypt seized the Suez Canal last July, Jersey viewed the act 
as a storm warning. On August 16, we organized a company com- 
mittee to study what might have to be done ‘if Suez were closed or if 
the Middle East pipe lines stopped operating, or if both these things 
occurred. By the time the emergency came on November 1, our group 
had already spent some 12 weeks in preparation of plans. Because of 


this planning we were able to act promptly. Jersey moved in three 


directions : 

First, we rerouted our fleet of owned and chartered tankers, divert- 
ing a heavy share of the normal Suez tonnage from the Middle East 
to Western Hemisphere oil ports. 

Second, we began immediately to search the markets of the W estern 
Hemisphere for crude and products to help make up the Middle East 
shortage. 

Third, we put into effect abnormal inland transportation moves to 
get more United States crude to tidewater for shipment to Europe. 

3y the end of November—that is, the first month of the crisis—tank- 
ers of Jersey affiliates, diverted from the Eastern Hemisphere, had 
picked up 31% million barrels of crude oil in the United States gulf 
and 114 million in the Caribbean. This amounted to 55 percent of the 
crude oil normally shipped each month by Jersey through the Suez 
Canal. 

In addition, emergency shipments of products—distillate and heavy 
fuel oil—amounted to 1,500,000 barrels. ‘These emergency supplies 
were obtained by Jersey affiliates from their own inventories or pro- 
duction, or through normal commercial transactions. 

On December 7, the United States Government approved programs 
that had been drawn up earlier by the Middle East Emergency Com- 
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mittee. As you know, 16 United States oil companies, almost all of 
which have distribution facilities abroad, are represented on the 
committee. 

Our Government authorized the MEEC to study the international 
transportation and supplies of oil, and to draw up general programs 
to effectuate the aim of making maximum deliveries to Europe. Af- 
ter approval of these programs, the oil companies could make ar- 
rangements with one another within the limits of the program. The 
MEEC does not order such changes, but does provide clearance from 
the United States antitrust laws to allow competitors to discuss and 
effect such changes if they can come to mutually agreeable terms. 

Based on the exper ience in meeting the European oil shortage dur- 
ing the Iranian crisis, I believe that a coordinated program was the 
only practical means for meeting Europe’s present fuel difficulties. 
Both for humanitarian considerations and also for our own national 
interest, it was certainly desirable that European homes should not 
be cold or its factories slowed and its economy weakened. In my 
opinion, there was no alternative which would have been as effective 
as promptly as the Middle East Emergency Committee. 

As a result of rearrangement of our own supply patterns and 
through agreements with other companies made possible by the 
MEEC, Jersey affiliates, in November, December, and January, loaded 
in the Western Hemisphere over 19 million barrels of oil and oil 
products on an emergency basis for European markets. 

These Jersey shipments, averaging over 200,000 barrels a day, rep- 
resent, we believe, between 35 and 40 percent of total emergency 
shipments by the industry since the canal was closed. This volume 
does not include the amounts of Middle East crude which had been 
scheduled for delivery to the United States east coast to other refiners 
but were diverted to Europe under the adopted schedules of MEEC. 
Jersey’s participation in helping to effect this diversion amounted to 
nearly 4 million barrels, making a total Jersey emergency volume 

of some 23 million barrels. 

Behind this accomplishment is a fast-moving story—of rerouting 
tankers; of chartering additional tankers; of searching for every 
possible barrel of available crude oil, distillate, and heavy fuel; of 
reversing pipeline flows; of bringing crude oil from Wyoming all the 
way down the Mississippi; of reactivating shutdown facilities; of 
increasing production in Venezuela and certain U. S. States, and 
of revising refinery runs and yields. 

In the interest of the committee’s time, I will not attempt to detail 
all these activities but, simply as an illustration, let me cite the results 
of our efforts to increase the size of, and to redeploy the tanker fleet 
supplying our European and North African affiliates. 

To move crude oil and products to Europe, and to transport prod- 
ucts within Europe, Jersey affiliates on October 31 were using 162 
tankships. They had 43 additional ships in drydock, being repaired, 
or chartered for service at an early subsequent d: ite. F ifty -two of 
these vessels were owned by Jersey affiliates and 153 were on charter. 

The chart below compares the numbers of our tankers supplying 
Europe by the various routes before the Suez crisis, and at the start of 
this year. Since you gentlemen have copies of my statement, I will 
not cal the table, but you can observe the shifts that. were made. 
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(The chart referred to is as follows :) 
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Mr. Ratueone. As I have said, gentlemen, the American oil indus- 
try, in my opinion, has done a good job. We estimate that during 
November and December more than 92 percent of European require- 
ments were supplied. During the first quarter of this year, it is now 
expected that more than 80 percent of Europe’s normal demands will 
be satisfied. 

I am sure you gentlemen appreciate that the reason for this differ- 
ence is that early in the crisis the oil companies pulled down stocks 
to make oil available to Europe as quickly as they could. Stocks have 
now been reduced to a point where any future shipments to Europe 
must come out of current production. 

In this connection, I should like to direct attention to the fact that, 
until the crude oil price increase of a few weeks ago, there had been 
no general increase in the price of crude oil for almost 4 years. Mean- 
while, the per-barrel cost of finding and developing oil reserves in 
the United States had continued to rise. By last year it had reached 
a point where, in the judgment of experienced oil men, the price at 
which a barrel of crude was being sold was no longer sufficient to meet 
the cost of replacing that barrel through new exploration and dis- 
covery. 

It is not surprising, therefore, that many producers, particularly 
the smaller ones whose output in the aggregate is so important to our 
total supply—probably amounting to some 53 percent of total pro- 
duction—had been voicing reluctance to sell their oil at what they 
regarded as an inadequate price. 

The price of crude oil is important not only from the viewpoint of 
the consumer, the independent oil producer, and the major company, 
but also from the viewpoint of the national interest. For if the price 
is not sufficient to encourage continued adequate exploration and de- 
velopment, America’s economic health and security can be hurt. 

I should like to point out that Jersey’s domestic affiliates are net 
buyers of crude oil. To get the oil they need, they post the price they 
are prepared to pay for it. When our largest domestic producing 
affiliate, Humble Oul & Refining Co., found that it could not obtain 
all the crude oil we needed for European shipment either from its own 

roduction and inventories or from purchases at the prevailing price, 
Fumble concluded that, in view of the long-term justification for a 
higher price due to higher costs, the only way by which the needed 
additional supplies could be secured was to offer to pay a higher price. 
So on January 3, Humble posted a higher price. 

When crude oil prices increase, refiners must try promptly to re- 
cover the increased cost of this raw material which represents about 75 
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percent of the total cost of all refined products. There is simply not 
enough profit margin in oil refining to absorb any substantial rise in 
erude oil prices. So when the price of crude went up, product prices 
followed. 

It is pertinent to point out that the average price of regular grade 
motor gasoline in 50 major cities in the U. S. was 21.6 cents in 1954 
and it was the same figure—21.6 cents—in 1956. Average Federal 
and State taxes add another 8.8 cents to present prices at the pump. 

The recent 1-cent increase in gasoline price represented less than 
5 percent of the ex-tax price. During this same 3-year period, our 
major domestic refining and marketing affiliate, Esso Standard Oil 
Co., experienced rises in the cost of steel, machinery, freight and 
many other items, as well as several wage increases. I do not think 
that this situation is generally understood. The fact is that refiners 
have absorbed almost every added cost for nearly 4 years and were 
unable to absorb an increase in crude cost. on top of that. Competitive 
market conditions may prevent refiners from recovering added costs 
at times, but, in the long run, product prices must reflect increases in 
costs and provide a reasonable return on the investment. 

Obviously, any price increases must. meet the test of a competitive 
market. In this particular case the price increases for products, 
other than gasoline, have held. But in several areas the higher gaso- 
line price has not. In certain cases, in fact, the entire increase has 
been eliminated by competitive market forces. 

I would now like to speak about certain aspects of the imports 
situation. At the outset, I wish to remind the committee that for 7 
years Jersey has imported no Middle East oil into the United States. 
Our total crude imports, virtually all from Venezuela, have remained 
practically unchanged at about 80,000 barrels per day for the past 3 
years and are actually less than they were in 1948. During the first 

uarter of 1957 we are planning to import only 54,000 barrels per 
ae. These imports are wholly specialty crudes, for making wax 
and asphalt, for which there are no United States substitutes. 

Prior to the Suez shutdown, total imports of Middle East crude 
oil to the east and gulf coasts of the United States were about 275,000 
barrels per day. They have been steadily reduced so that by Janu- 
ary they were down to 30,000 barrels per day. The reduction in im- 
ports from the Middle East has been made up mainly from domestic 
erude oil and partly by imports from Venezuela. 

The substitution of Western Hemisphere for Eastern Hemisphere 
oil in Europe is the more remarkable in that it has been achieved 
in the fact of currency problems, foreign government restrictions 
on destination of Tapline crude, tanker charter terms, contract obli- 
gations, and differences in crude oil quantities which pose refining 
problems. 

There have been suggestions that the replacement, that is, replace- 
ment of Middle East imports, should have been effected entirely by 
shipments from the United States gulf coast rather than from Vene- 
mela. Some have argued that a saving in tanker transportation 
would be obtained if Venezuelan crude oil were diverted to Europe 
instead of being imported into this country. 

In my opinion, the benefits of such a diversion have been greatly 
exaggerated. While it is true that Venezuela is closer to Europe than 
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our gulf coast is, it is also true that the distance from Venezuela to 
the Northeast United States is less than the gulf coast to this area. 

The net saving in transportation, therefore, would be quite small, 
even if there were no imports of Venezuelan crude oil into this coun- 
try. But that could not be done because some of these imports are 
specialty crudes which could not be replaced by domestic crudes, 
Also, coastwise shipments must be moved in United States flag tankers 
which have not been available to handle any further substantial in- 
creases in that movement. 

But, even if the total quantity of United States gulf crude now 
going to Europe were moved to the United States east coast and an 
equivalent volume of Venezuelan crude were diverted to Europe, the 

tankers saved would allow the industry to move only an ae 
13,000 barrels a day of Persian Gulf crude around the Cape to 
Europe. Even though this represents only four-tenths of 1 percent 
of the European product demand, I am sure that this is a matter 
which the MEEC is currently studying carefully. 

Based upon the programs presented to the Texas Railroad Com- 
mission in October—before the Suez crisis—importing companies 
planned to import into the United States from the Caribbean areas 
during the fourth quarter, 477,000 barrels daily of crude oil. Actual 
imports were 489,000 barrels daily in November, 515,000 in December, 
and 508,000 in January. The increase in imports of crude oil from 
this area following upon the emergency, therefore, has averaged less 
than 30,000 barrels a day as ¢ omps ired with previous plans. 

Another point about which there has been considerable discussion 
is the composition of shipments to Europe, whether crude oil or prod- 
ucts, and the kinds of products Europe needs. 

European refineries manufacture a much lower proportion of gaso- 
line than refineries in this country—about 22 percent as compared 
with the United States average of about 44 percent. European re- 
fineries could produce enough motor gasoline to meet the area’s needs, 
even with the refinery runs limited by crude availability. At the 

same time European refineries make a higher proportion of heavy fuel 
oil and distillates than the United States refineries do. Even so, 
Europe normally imports some distillate and considerable quantities 
of heavy fuel oil. 

It can be seen, therefore, that a barrel of crude oil run in Euro- 
pean refineries will meet their demand pattern better than the same 
barrel run in this country. Another compelling reason for wanting 
crude oil instead of products has to do with currency—that is, less 
dollar exchange is required. 

In view of all these circumstances, the effort has been to maximize 
shipments of crude oil, fuel oil and distillates, and to minimize motor 
gasoline shipments. So far during the emergency, Jersey has shipped 
only 431,000 barrels of gasoline to Europe out of a total of approxi- 
mately 20 million barrels of crude and products, which means gaso- 
line amounted to only 2 percent of our total shipments. Although 
some of this gasoline was purchased from others and was necessary in 
order to obtain distillate, in no case was an affiliate obliged to take 
gasoline against its will. 

And now for a look ahead. 

The ability of the oil industry to meet completely Europe’s needs 
for oil and oil products in the coming weeks and months depends on 
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certain unpredic table circumstances. Among them are the weather 
here and in Europe; complete or partial opening of the lraq Petro- 
leum Co.’s pipelines; opening of the Suez Canal, and availability of 
erude oil in the United States gulf. 

How successfully Europe is supplied depends on the outcome of 
these factors, either singly or in combination. A good job has been 
done thus far. We would like to do a still better job. 

Finally, I wish to emphasize that while we have been working hard 
to help our friends in Europe over their difficult time, we have not 
forgotten our responsibilities to the American public. The con- 
sumer here at home is assured of adequate supplies of gasoline and 
heating oil. Isay that with full confidence. 

I thank the committee for this opportunity to tell our story. 

The Cramman. Thank you, Mr. Rathbone, for your statement. 

As I understand this picture, you have presented it only from the 
activities and the viewpoints of your company, generally speaking ? 

Mr. Rarupone. Yes, sir. 

The Cuarmman. You do not attempt to speak for the entire 
industry ¢ 

Mr. Rarupone. No, sir; I do not. 

The Cuatrman. I understood that. That was pretty clear in your 
statement. 

However, you have been working very closely with the other com- 
panies in connection with this problem ? 

Mr. Rarnpone. Yes, sir. 

The CHarrman. You have answered a good many of the points 
that I mentioned a moment ago. 

Do you have any further comments on some of them that I 
mentioned ? 

Mr. Ratrusonr. Well, I am afraid that my memory is not good 
enough to recall that rather extensive list that you quoted. If you 
would be good enough to run down the line, I would be very happy 
to try to make what contribution I could to them. 

The Cratrman. In the first place, you have already touched, or 
explained the problems from your viewpoint 

Mr. Rarrpone. Yes, sir. 

The Carman (continuing). And you have explained the opera- 
tion which your company, in concerted action with other companies, 
took in order to divert transportation to meet the requirements of 
Western Europe, caused by the Middle East crisis, or Suez Canal 
closing, and to meet the requirements of our own domestic demands. 

One of the questions that I asked you to express your opinion on, 
which I think you have partially answered is: 

Is the lift above or below the target set for supplying Europe? 

Mr. Raruponer. Well, sir, I think, first, that we have to recognize 
that, at least as far as my knowledge is concerned, the target figure 
which we refer to was not a very clear figure. I think that, if I 
understand the situation correctly, in the early days of the oil lft, 
the people that were working on the MEEC committee felt that they 
probably could meet about 75 percent of mere full unrationed 
demands in the immediate future; but, as I say, I don’t know that that 
is a specific target figure. 

If it is, I have not the knowledge of just how specific it was, but 
that figure has been generally mentioned around. 
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The facts are that during November and December, on a total basis, 
the European demands were met something over 90 percent—we 
estimate about 92 percent—and that was of the total European 
demands. 

It was announced at the Paris meeting of the MEEC, with the 
OEEC Oil Committee and Emergency Oil Committee of Europe, 
commonly called OPEG, that for the first quarter, taking the period 
behind as factual and estimating it for the latter half of February 
and March, that about 80 percent of the total European demands 
would be met in the first quarter—that was on an overall basis—all 
products for all countries. There was some variation between the 
products. 

The gasoline demand was much more fully met than the demand 
for distillate and fuel oil, but the average was a little over 80 percent. 

If you look at the rationed demand for gasoline, the coverage of 
the rationed gasoline demands was close to 100 percent, I believe, 
and, of course, I think we must recognize that in Europe it is a simpler 
thing, an easier thing, to ration gasoline than it is in this country. 
They are not nearly as dependent in their whole social and economic 
picture on the generous use of gasoline as we are in this country 

So, when this emergency started, the governments of several of 
the countries rather promptly started emergency gasoline rationing. 
That was not true in all countries, but it is true in some of the major 
countries. 

It is pretty effective, I understand, in several countries, and not so 
effective in others. 

I am quite sure, and I am using now, quoting now the information 
which I received from one of our directors who has just returned 
from a trip to Europe for the specific purpose of appraising the sit- 
uation, and he tells me that there is not any distress with respect 
to gasoline rationing. It is a bothersome thing, and it is a discom- 
fort, but it has not caused distress in any of the countries where 

gasoline rationing is in effect. 

Neither has the situation to date resulted in any widespread un- 
employment or distress or reduction, serious reduction, of industrial 
production as of now. I think it is perfectly clear that if Europe 
can only look to something like 80 percent of its oil requirements 
for an extended period of time, that that will inevitably result in a 
great deal of impingement upon its progress and its—or rather, he 
stability of their economy. 

I do not see how it could possibly help it, because the fuel products 
are the lifeblood of industry in any country. So, we certainly have 
to shoot for a higher level of supply for the future than we are esti- 

mating as of today, to be available for the first quarter. 

We have some figures of our own which obviously are not complete, 
because they are more or less estimates made by one company, that 
we probably will be able to get up higher than 80 percent after this 
first quarter, but we don’t have a very clear picture as to how far we 
can exceed 80 percent because of the four reasons that you mentioned 
in your opening remarks, which all have an important effect on how 
much oil we can get to Europe after the first quarter. 

Mr. Sprincer. Mr. Chairman, speaking of a percentage, that is, 
to date—— 
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Mr. Rarusone. 92 percent through November-December, those 2 
months. 

Mr. Sprincer. 80 percent, he was talking about for the first quarter 
of 1957. 

The CHarrMan. 80 percent is what you are meeting? 

Mr. Rarueone. 80 percent; yes, sir. And that is the estimate for 
the first quarter. 

Of course, March is an estimate, but that is pretty well close to us, 
and we think the estimate is quite good. 

The Cuairman. Then, this target, if it is a target, of the European 
requirements is based on essential needs, you would say, more so than 
normal requirements ¢ 

Mr. Raruronr. Well, sir, as I tried to make clear a moment ago, I 
don’t know of any official target figure as to what Europe has to have 
in order to avoid getting into difficulties. I know that early in the 
game, before we knew how much we could redeploy the world tanker 
fleets, and how we could handle this problem, there were estimates 
made that we might do 75 percent for a while. I don’t think that was 
ever a long-range target, and if it was, in my opinion it is entirely too 
low. 

The CHatrman. Well, to answer the other question, which I 
think you have answered, then you do not feel that there is any exist- 
ing crisis at the moment in Western Europe? 

Mr. Ratnpone. Yes, sir: that is completely correct. I think that as 
of today there is not a crisis in Europe with respect to oil supply. 
There is discomfort and there is worry and concern about the future, 
and I think that unless we can have a larger supply of oil available 
to Western Europe in the future than we are currently supplying 
them, that that could very well result in very serious economic and 
social situations for them. As of today, I don’t think so. 

The Cuairman. See if we can answer it this way: Prior to closing 
the Suez Canal, there was approximately 3,100,000 barrels of oil 
going to Western Europe. Does that jibe with your figures? 

Mr. Rarnsone. That’s about right; yes, sir. 

The Cuatrman. Would you say whether or not that is approxi- 
mately 14 percent more than their requirement a year ago? 

Mr. Rarupone. Well, of course, as you gentlemen know, the econo- 
mic progress of Europe has been rather startling during the last 4 or 
5 years. We have had rates of increase in oil demands for Western 
Europe that have been at least double and, in some years, triple, the 
rate of increase for demands for oil in this country, and this has come 
about almost entirely because of the fact that the European nations 
who have been so dependent on coal for so many centuries, really, 
to fuel their economic progress, have found that they cannot increase 
the production of coal. 

I myself Jast summer was over there, to go into this particular ques- 
tion as carefully as I could. I discussed it with prominent people in 
government in some of these countries, as well as industrialists, and 
they assured me, and our own reports from our own affiliated com- 
panies there affirmed the fact, that they cannot look to an increase in 
the production of coal in Western Europe in any substantial pro- 
portions, so that means that the progress, the expansion of industrial 
activities and social standards of living in Western Europe have to be 
fueled by some other fuel than coal. 

89685—57——-18 
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Now, oil has stepped into the picture there, and oil has been assum- 
ing a far greater proportion of the total energy picture in Western 
Europe over the last 2 or 3 years than it did before, and the projections 
ahead are for still further increases. 

In other words, the production of coal is about static, and the 
growth in industrial production in Western Europe is dependent on 
oil because, as of now, they have no other alternative source of fuel. 
They have very, very limited amounts of natural gas, their hydroelec- 
tric developments are pretty well completed, and nuclear energy is 
still in its infancy, so that for some time any growth of industry in 
Europe must be fueled by fuel oil. 

The Cuatrman. Yes. And then your answer is, “Yes.” 

Mr. Rarueone. Sorry I took so long to get “a ‘it, but I think that 
is an interesting background to have of this picture. 

The CHatrman. It is, and I am glad to have it. I must give credit 
where I think it is due, and that is to the oil companies who have made 
that contribution to the economy of Western Europe. 

Mr. Rarnerone. Of course, sir, if I might interject—that simply 
means that to the extent there is a shortage of fuel oil in Western 
Europe, that any progress will be stopped. 

The Cuarrman. Now, then, the other question, so we can understand 
it: 

What quantity of oil is presently going into Western Europe, if you 
can answer that question / 

Mr. Rarusone. Well, I can say this, in answering: I can’t quote you 
a spec ific figure, but the estimates that we have now are that approxi- 
mately 80 percent of their normal requirement is going in there. 

Now, 80 percent of their normal requirement is something like two 
and a half million barrels. 

May I refer to one of my associates here ? 

Do you think that is about right? 

Mr. Moore. If anything, a little higher. 

Mr. Ratrusone. That is from all sources, of course, including do- 
mestic ‘aie 

The Cuatrman. Now, the other point which you did not respond 
to in your statement ; you did explain from your viewpoint the increase 
in price and the necessity, but you did not explain further about the 
necessity of taking unwanted gasoline, that is the tie-in sales which 
you say that you have absorbed. 

Mr. Rarupone. Yes, sir. 

We, in our efforts to get supplies of distillates and fuel oil, tried to 
put our hands on everything we could, and at the time that these 
buying efforts were at their peak there were a considerable number of 
refiners in the United States who felt that they had surplus supplies of 
gasoline. Iam quite sure they did not understand why E urope didn’t 
want or need gasoline, but they insisted that if we were going to buy 
some distillate oil, we had to buy some gasoline along w ith it, and the 
extent of the need was so pressing that even though we didn’t want or 
need the gasoline ourselves, we did buy it. 

The amount of that gasoline that we bought, that was unwanted by 
us, was 302,000 barrels, and it was taken in order to get 604,000 barrels 
of distillate. 

The CHarrman. Where did it come from? 
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Mr. Rarusone. Excuse me. May I amend that last statement? 

My associate, Mr. Moore, tells me that we actually got more than 
2forlonthat. The gasoline came from the United States gulf, from 
three refiners there. "The first was the Southwestern Oil & Refining 
Co., the second was the Texas City Refining Co., and the third was the 


Sinclair Refining Co. 


The Cuatrman. In other words, the requirements there for these 
tie-in sales was about 2 for 1? 

Mr. Rarueonre. No, sir. 

As I say, that was true in some cases, but on the overall we succeeded 
in getting from these same 3 refineries 1,365,000 barrels of distillate, 
and in connection with that we bought 302,000 barrels of gasoline we 
didn’t want. 

The Cuairman. And you did not require your Western European 
affiliates, then, to take the unwanted gasoline? 

Mr. Raruponr. No, sir. 

They, of course, do take some gasoline right along because, for 
example, the Scandinavian countries have no refineries and they have 
to import all products, gasoline as well as other products, so that 
we have made shipments of gasoline, as I pointed out earlier, to some 
of our affiliated companies, but in no case did we say to them, “You 
have to take that gasoline in order to get this distillate.” 

Mr. Rocrers. Mr. Chairman, what were those three companies 
lam sorry, I didn’t hear—that he purchased from ? 

The ee Would you repeat those, please ? 

Mr. Rarusony. The companies we purchased the gasoline from 
were: Southwestern Oil & Refining Co., Texas City Refining Co., 
and Sinclair Refining Co. 

The Cuatrman. I think that just about touches on all of the points 
that I mentioned in my statement. 

Mr. Rarupone. Yes, sir. 

The Cuarmman. Mr. Willi ams. do you have any questions? 

Mr. WriitaMs. I have 1 or 2, Mr. Chairman. 

Mr. ae your company has holdings and production in the 
Middle East, do you not? 

Mr. Rarmtbose Yes, si 

May I say—— 

Mr. Witiitams. Prior to the Suez crisis—— 

Mr. Rarueone. Mr. Williams, may I say this, sir: We have a 
minority interest in several, three companies in the Middle East 
which are producing companies. We do not have any direct opera- 
tions of 100 percent affiliates there. 

Mr. WrieusaMs. I understand. 

Prior to the Suez crisis, did most of that Middle East oil go to 
Europe? 

Mr. Rarupone. Of course. 

Mr. Witutams. Most of your production in the Middle East ? 

Mr. Ratrueone. Well, it went to Europe, and to the Far East; none 
of it came to the United States. 

That is a source of supply, as far as we are concerned, for our 
Western European affiliates, our north African and Mediterranean 
affiliates, and Far Eastern affiliates. 
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Mr. Wiu1aMs. Could you give us some indication as to how many 


barrels a day your affiliates in the Middle East sent to Europe prior | 


to the Suez crisis? 

Mr. Rarueonr. I believe I can, sir, if you would just permit me 
a minute to see if I can find those figures. 

( Pause.) 

Mr. Ratuzonp. These figures that you asked for indicate that our 
shipments of Middle East “crude oil to affiliates in Western Europe, 
including the Mediterranean area, totaled about 422,000 barrels a day. 

Mr. Witt1aMs. 422,000 ¢ 

Mr. Ratueone. Yes, sir. 

Mr. Wuuu1ams. Now, since the Suez—since that supply from the 
Middle East has been cut off, approximately how much have you 
been able to step up your shipments to the Middle East per day, to 
make up for that difference, as far as your company is conc erned ? 

Mr. Ratueone. You mean to Europe? 

Mr. Witu1aMs. I mean to Europe, yes. 

Mr. Ratusone. Well, of course, as I quoted the figure a while 
ago, we have arranged, in effect, to make 23,000,000 barrels of addi- 


tional oil available to Western Europe during Nov ember, December, 


and January. I don’t know what that is in terms of barrels a day, 
but—260,000 barrels a day, I think. 

Mr. Witu1ams. Then, as far as your company is concerned, you are 
not quite coming up to the 80-percent level in making up for that 
loss, are you? 

Mr. Rarusone. Persian Gulf shipments have not stopped to 
Europe; they are going around the Cape. 

Mr. Wiuiams. Yes. 

Mr. Ratusone. What we are doing, we are using all the tankers 
that we can get. We now—and I am talking industry wide, but 
Jersey is doing exactly the same thing—we are using all the tankers 
we can get to ‘haul oil from the United States gulf and Caribbean, 
and the remaining tankers that cannot find cargoes there go around 
the Cape to the Persian Gulf. 

Mr. Wuu1ams. Maybe I am oversimplifying this in my own mind, 
but so far as your company is concerned, Western Europe has been 
cut off from 422,000 barrels a day by the Suez crisis. The question 
that I wanted to ask was: How much have you been able to step up 
your supplies to E — to make up for the loss of that oil? 

Mr. Ratueone. I think I can answer your question this way, sir, 
because I believe we had a little bit of a jump on the rest of the in- 
dustry: The Jersey Co. affiliates in this country, and elsewhere, were 
able to supply to the Jersey affiliates in Europe almost 100 percent 
of their requirements during January and February—no; during 
November and December. 

Mr. Wiuu1AMs. I think that answers my question. Thank you. 

The CuairMan. Mr. Wolverton. 

Mr. Wotverton. I am interested in knowing, in your opinion, to 
what extent the situation in the Suez has caused the increase of oil and 
its products to the consumers here in America. 

Mr. Rarueone. Well, Mr. Wolverton, may I say this: That as I 
“ried to say in my paper, I personally feel, and I feel very definitely, 
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that an increase in the price of crude oil in the United States was 
overdue. There has not be an increase in the price of crude oil in the 
United States since June 1953. During that period of time the indus- 
try has absorbed very, very many cost increases: labor, steel, machin- 
ery, practically all of the items that go into our business have gone 
up in that three and a half years, with no increase in the price of crude 
oil, and this had resulted in a situation where it was pretty apparent 
to the students in the industry that the cost of finding new oil today, 
the marginal barrel that we find by our exploration work today was 
costing us as much or more than the current price, and I think it is 
pretty obvious that a situation like that, and most particularly when 
vou relate it to a hazardous industry such as oil finding, cannot con- 
tinue for too long. 

So that, in my opinion, a price increase in the crude oil was past due. 
I believe it would have happened in 1957, completely irrespective of 
the Suez crisis. 

Mr. Hesevron. Will the gentleman yield for a question ? 

Mr. Wotrverton. Yes; I will yield. 

Mr. Heseiron. Mr. Rathbone, we have heard repeatedly from vari- 
ous competent witnesses that sort or generalization, “The price in- 
crease was long overdue in my opinion; it should have increased 
before.” 

So far as I know, this committee has no documentation whatsoever 
to support that generalization. 

Not having had an opportunity to read your statement in advance, 
which IT understand was not available last night, I read the press 
release you issued on February 13, together with the supplementary 
statement carried with that press release. There again I found that 
same statement, that assertion, was made, repeated. 

I assume Standard Oil of New Jersey is in a position to provide for 
this committee some exact figures, some concrete evidence which will 
support that statement, going back prior to the last price increase in 
1953, or whatever earlier period you want to select, the OPA days, or 
whatever you want, and carry us right up through the present; in other 
words, it would not leave us with such a statement as you made before 
your last annual meeting, “although the cost of financing,”—all with- 
out any description of what that was—“developing”—and again no 
evidence—“and producing crude oil has risen considerably in recent 
years, there has been no price increase since June 1953”—merely more 
expensive, how much more expensive, when did the increase occur— 
“labor costs have increased”—to what degree, how much—“finding 
new fields for drilling; wells have been constantly drilled; there is 
little doubt but the cost of finding new oil, compared to the current 
price of crude oil, leaves an inadequate margin. 

I’m sorry, Mr. Wolverton, to have taken up so much of your time. 

Mr. Wotverton. That’s all right. 

Mr. Heseiron. What concerns me is that we have these general 
statements without any evidence whatsoever to back them up. They 
may well be supported. I don’t know. But may I suggest that you 
have your economists and others who are familiar with the situation— 
I do not want to take the time of the committee now; others want to 
ask questions—but I think it is incumbent upon you, as a competent 
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witness, to support those statements with evidence that we can under- 
stand and analyze, and that our staff will have an opportunity to go 
over, so that we will know what the situation is in a specific way rs ather 
than this general way. 

Thank you, Mr. Wolverton. 

Mr. Rarueonr. Yes, sir; I will be very glad to do that. 

If you like, I can give you quickly a few figures which are quite 
pertinent to your question. 

Mr. Hesevron. | think it would be better and much more satisfac- 
tory, as far as the permanent record is concerned, if you will assign 
somebody to that task, break the data down into dollars and cents, and 
timewise, so we will have something before us we can understand. 

I confess that these statements that appeared in Time magazine, 
of which you are well aware, and appeared in the current issue of 
U. S. Newsweek and other publications, which are not prejudiced un- 
favorably toward the oil industry, raise a very real question as to the 

case the oil industry has made before the public and this committee, 

I do not think the industry has made any kind of a case. I think it is 
about time we have some evidence that means something to us around 
this table. We have a responsibility, ourselves, in determining the 
justification for these price increases about which Mr. Wolverton was 
asking. 

Mr. Rarnsone. May I comment on that? 

Mr. Hesevron. Certainly: if Mr. Wolverton will let you. 

Mr. Rarupone. I would welcome the opportunity of doing what vou 
asked for, because I have a very strong fee ae that the statement that 
the oil industry has made in this respect, or statements, have not been 
accepted as valid. 

Mr. Heseiron. Have what? 

Mr. Rarupone. Not been accepted by the general public, and cer- 

tainly by a great many other people, as being valid. 

I think we have a good case, though. and I think that we would be 
very glad to show it. 

Mr. Heseuron. Well, Time magazine, in the issue of February 11, 
says “In the long run, the biggest loser may well be the United States 
oil industry,” and then it goes on about the question of partial justi- 
fication, and winds up by saying—“the industry runs the risk of earn- 
ing a Shylock reputation in the eyes of the world,” not this country 
alone. 

“It is something thoughtful oilmen are beginning to realize and 
rue.” 

I suspect that you would not disagree too much with that. 

Mr. Raruzone. I would like to count myself as one of those. 

Mr. Hese.tron. That is all. 

The Cuarrman. I think, in view of the fact, Mr. Rathbone, that you 

said you did have some figures that you could give right now, that 
you should give them so that the members of this committee could have 
that information, and you could supply the record with the additional 
figures that have been requested, insofar as you can. 

Mr. Rarueone. Yes, sir. 

These figures that I am about to quote are the result of a study of 
the economic division of our production organization in New York. 
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In this study—they use 1948 as a base year—and they have developed 

an index figure relating to the cost of finding oil, developing oil, and 
producing oil after it has been found and developed. 

This index figure, which is built up by a great deal of information 
acquired from all sorts of different sources, and considered to be, by 
them, a very widely applicable index, has these results: 

That in 1948 the index showed that cost of finding a new barrel 
of oil was 100; in 1953, that cost index had gone to 202; and in 1956, 
that index had gone to 225. In other words, to find a barrel of oil in 
1956 cost 225 percent of what it cost to find it in 1949. 

In the development cost area, development is the drilling of wells 
and the equipping of an oilfield after you have found one, the index 
in 1948 was 100; in 1953, it was 118; and in 1956, it was 140. 

The operating cost, which is the third cost factor in the production 
of oil, and relates to the production from the wells after the field 
has been drilled and developed, the index was 100 in 1948; it was 127 
in 1953; and, it was 136 in 1956. 

If you weight those 3 figures together in the proportion in which 
they generally occur for the total production of oil, the 1948 index of 
100 went to 153 in 1953; and 172 in 1956. 

The Cuarrman. Now, Mr. Rathbone, those index figures, of course, 
are very helpful, and particularly to economists, but most of us here 
are not economists. 

I would like to have you supply the record with additional informa- 
tion as to how much has the increase in steel cost that goes into your 
operation. How much increase do you have on labor; how much in- 
crease do you have on this, that, and the other, that goes into it? 


If you will supply that for the record, I think that will answer 
Mr. Heselton’s question. 

Mr. Ratueone. I will be very glad, Mr. Chairman, to do that. We 
have all of those figures available, and we will be glad to do it. 

(The information requested follows :) 


During Mr. Rathbone’s testimony before the Committee on Interstate and 
Foreign Commerce on February 19, 1957, the chairman and Mr. Heselton 
stated that the index figures presented to show the increase in cost of finding, 
developing and producing crude oil were helpful, especially to economists. The 
chairman went on to say, however, that a much more meaningful picture could 
be obtained by the committee if the actual dollar increases in the costs of 
steel, labor and other factors were presented which have caused these increases 
in producing costs. 

The Bureau of Labor Statistics publishes monthly wholesale commodity price 
indexes for Oil Field Machinery and Tools as well as figures on the average 
hourly earnings of Crude Oil and Natural Gas Production Employees. The 
labor rates are available on both an index basis and a dollar per hour basis. 
The figures for oilfield machinery and tools, however, are available only on an 
index basis and we have been unsuccessful in our efforts to obtain actual dol- 
lar figures from the Bureau of Labor Statistics. It is difficult to arrive at the 
overall effect of commodity price increases for the total United States pro 
ducing industry in terms of dollars, for the following reasons: 

(1) The producing costs are generally kept on a functional or a job-type 
basis, such as the cost of driling an oil well (which were quoted to you on 
February 20) and not on a unit commodity basis, which would show labor, 
steel, supplies, etc., separately. 
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(2) Although each producing company knows the price increases for the 
particular commodities it utilizes, as well as the increase in the cost of labor 
and contracted services, the proportions of labor, services and the various ma- 
terials used such as casing, drilling tools, drilling muds, cement, ete., will vary 
considerably from company to company. 

While we were not able, for the reasons quoted above, to develop actual dol- 
lars-and-cents figures for all of the items making up these increased costs, we 
have been able to develop the cost of certain of the major items as shown in 
table I, attached. ‘The items included have been listed under the main head- 
ings of tubular goods, oilfield machinery, miscellaneous commodities (cement, 
lumber, and mud), and labor. The costs shown are the averages for the year 
1948, for the year 1953, and December 1956, which is just prior to the price 
increase which occurred in January 1957. In addition, the average price of 
crude oil at the well in the United States has been shown for these same 
periods as well as for January 1957. The average crude price at the well 
for the years 1948, 1953, and 1956, are estimates prepared by the United States 
Bureau of Mines. The crude cost for January 1957 was obtained by estimating 
the average increase in crude prices in the United States and adding this 
figure to the 1956 Bureau of Mines estimate. 

Information is not available to indicate precisely the effect of each of these 
items on the increase in the cost of finding, developing, and producing crude 
oil. However, an approximation can be obtained by merely averaging arith- 
metically each of these general groupings. It is interesting to compare the 
average increase in these items that had occurred by 1953 and by December 
1956, starting from the base year of 1948, with the increase in the cost of crude 
oil and the average increases in the cost of finding, developing and producing 
crude quoted to the committee on February 20: 


Percent increase since 1948 


| 


| By 1953 By Decem- | By January 
| ber 1956 1957 


Equipment: 
Tubular goods , | 
Oil field machinery 
Miscellaneous commodities - 
Labor : 
Industry averages quoted on February 20: 
Finding 
Developing- 
Producing. --- 
Weighted average... ‘i ddbumeddan 
United States average crude price at the well--- 


It will be noted from the information shown above that by December 1956 
the increases in labor and equipment necessary to find and produce crude oil, 
while varying from as low as 36 percent to as high as 55 percent was in every 
ease substantially higher than the 18-percent increase in crude oil that has 
occurred including the increase in January 1957. Also, the 18-percent increase 
in crude oil is substantially lower than the 45-percent increase in the cost of 
drilling an oil well in 1956 as compared with 1948. (You will recall that the 
eost of drilling and equipping an oil well as $49,000 in 1948; $63,000 in 1953; 
and $71,000 in 1956.) The average increase in the cost of finding, developing, 
and producing crude oil in the United States (72 percent) is large than the 
increase in the cost of drilling an oil well (45 percent) mainly because of the 
fact that oil is becoming harder to find and the fields being discovered are smaller. 
This has accelerated the rise in the total industry costs in order to develop the 
necessary reserves. 
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TaBLeE I1.—Comparison of costs of representative items contributing to increase 
in cost of finding, developing, and producing crude oil 


UNIT COSTS 





1948 average | 1953 average December 1956 
Item sit) ree ete Be Sr eee eee) eRe 
Price Index | Price Index Price | Index 
Tubular goods (100 feet): | 
Line pipe: 
4 inch 10.97-pound._-._-- a bis $57. 23 100 $73. 25 128 $90. 47 158 
BE 100. 80 100 27. 01 126 155. 04 154 
8 inch 28.55-pound-_-..........-.-- oeoe 145. 44 100 180. 35 124 222. 48 | 153 
10 inch 40.48-pound.- ----- ene 210. 12 100 256. 35 122 316. 21 | 150 
Casing (J-55 | 
Seamless, Short T & C: | | 
544 inch 15.5-pound..........--..... 95. 72 100 122. 52 128 150. 97 158 
546 inch 17.0-pound- -- ance ; 105. 01 | 100 | 132. 31 | 126 162. 98 155 
93% inch 36.0-pound-_.-.-.-- rare eye ; 225. 90 | 100 271. 08 120 333. 63 | 148 
958 inch 40.0-pound - -- et 257. 14 100 303. 43 118 370. 80 144 
1336 inch 54.5-pound_-._........-..-- 386. 42 100 | 448. 25 116 541.31 | 140 
1336 inch 61.0-pound-.-..-.....-....-- 427. 57 100 500. 26 117 600. 97 | 141 
1338 inch 68.0-pound---_.-....-.-.--- 471. 32 100 | 551.44 117 664. 61 | 141 
Carbon steel CLS) «ck ccisacininisdesocds 105. 36 100 144. 34 137 178. 05 | 169 
Alloy steel (BLS) -.--. pagrawedengbein 158. 21 100 221. 49 140. 276. 87 175 
Tubing (J-55 regular): | | | 
238 inch OD 4.6-pound.......-.....-.... 32.70 | 100 42. 84 | 131 53. 06 162 
2% inch OD 6.4-pound.-.._.-.......-.-.-- 43. 32 100 | 56. 32 130 69. 96 161 
Mechanical: | 
NN 14. 71 100 18. 83 128 | 22. 97 156 
Stainless (BLS)............--.-..-- 122. 31 100 154. 11 126 | 187.13 153 
Drill pipe, grade D: 444 inch 16.6-pound_--- 117. 55 100 164. 57 | 140 208. 40 | 177 
Oil field machinery: | } | 
Sucker rods, 58-inch by 25 feet, per 100 feet_. 19. 45 | 100 | 28.40 | 146 | 35. 20 181 
Sucker rods, %4-inch by 25 feet, per 100 feet_-| 24.75 100 36.14 14 44. 80 | 181 
Drilling bits (each): | | 
7-inch rock 117. 85 100 147. 31 | 125 165. 00 140 
1034-ineh rock -| 171.43 | 100 | 214. 29 | 125 | 240.00 | 140 
7-inch core (hard FM)--........-..---.--- 143. 23 100 | 179.04 125 | 200. 52 | 140 
7-inch core (soft FM) ; 83. 09 100 103. 86 | 125 116. 33 140 
Pumping unit, 10-11 horsepower 1, 931. 00 | 100 | 2, 364.00 | 122 | 2,742.00 | 142 
Derrick, 136-foot skeleton only -----| 5, 811. 90 | 100 | 7, 680. 64 | 132 |10, 636. 66 | 183 
Christmas tree - : | 1,435.00 100 | 1,600.00 | 112 | 1,995.00 139 
Storage tanks steel) | | 
250 barrels se | 676.00! 100/ 9818.00} 121} 967.00] 143 
500 barrels : 1, 001. 00 100 | 1,211.00 121 | 1,431.00 143 
750 barrels _| 1,324.00 100 | 1,602.00 121 | 1,894.00 | 143 
Steel barrel (42-gallon) -- : - 3. 68 100 4.89 133 | 6.14 167 
Miscellaneous commodities: 
Portland cement (barrel) 2.19 | 100 | 2. 67 | 122 | 3.09 141 
Southern pine (2 inches by 4 inches by 16 | | 
feet) thousand board feet 66. 44 100 81. 39 | 123 | 86. 44 | 130 
Mud material, ton (mine price): | | | 
Barites ‘ . 20. 25 100 | 24. 25 | 120 | 29.70 | 147 
Jentonite 17. 50 100 20. 50 117 23. 85 136 
Labor, oil and gas producing, per hour we 1. 67 100 | 2.21 | 132 | 2. 52 | 151 
Crude oil, barrel, average United States. ----. 2. 60 100 2. 68 103 12.79 107 
January 19%: 
| 3. 08 118 


1 Preliminary U, 8. Bureau of Mines estimate. 


Mr. Woxverrton. In the light of the answers that the witness has 
made, to give some information in answer to your question, is there 
something you would like to ask that has not been asked ? 

Mr. Hesetron. I think the chairman’s suggestion of a breakdown, 
the study is exactly what we need. I had not had any opportunity 
to see that study. 

May I inquire whether that was before or after you got in the cost 
of drilling? 
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Mr. Rarueonz. These figures I quoted ? 
Mr. Hesevron. Were those indexes that you have given to us 
developed before or after deducting the cost of drilling ? 

Mr. Rarusone. Those include the cost of drilling. 

Mr. Heseuron. Were they before or after the deduction of the 
depletion allowance ? 

Mr. Rarueone. These are the total cost figures which, of course, is 
before the deduction of the depletion allowance. 

Mr. Hesevron. You will then indicate so that we will have infor- 
mation industrywide, which will indicate what allowances are made 
for exploration and drilling, and for depletion allowance—what they 
were within that period ? 

Mr. Ratuson. Well, sir the figure you are asking for, if I under- 
stand it correctly, is a profit per barrel figure. 

A cost figure, obviously, is before taxes, because what you do is to 
take your cost away from your realization and you have a gross 
profit and then you pay taxes and you have a net profit. 

Mr. Hesevron. Then there would be quite a different picture if we 
had information as to what the allowances were; am I right about 
that ? 

Mr. RatTHeBone. a at is entirely a different figure from the cost. 

Mr. Hesevron. I do not know whether you have had an opportu- 
nity to run over the February 22 issue of U. S. News & World Report. 

Mr. Rarupone. No, sir; I have not. 

Mr. Hesev'ron. I would ask you to study it in relation to the infor- 
mation given with reference to what they call oil refining which 
seems to be quite significant, because it shows a tabulation in 1947 
and for the major industries, such as iron and steel, fabricated metals, 
textile mills, chemicals, rubber, and so forth. 

This tabulation shows earnings after costs and taxes per sales- 
dollar 1947 and now. 

It seems rather significant that the highest figure appears to be oil 
refining in 1947, 11.2 cents, and still with all of the other segments 
of industry dropping, or not gaining, the figures for oil re fining only 
go down to 10.8 cents. 

I am not sure what that means, but I would like to have the advan- 
tage of your comment. 

I might say that the sources indicated is the United States Securi- 
ties and Exchange Commission, the official 1947 figures, the new 
method of calculation 1951 through 1956 and for the first 9 months 
of 1956. 

I think those things would be helpful to us. That is all T have. 

Mr. Dotiincer. Will you yield for a moment? 

Mr. Wotverton. Yes. 

Mr. Dotiincer. Would you want those figures also to include the 
profit and loss condition over those years as well to reflect that con- 
dition—breakdow of the figures ? 

Mr. Heseron. I do not know exactly what the significance of it is. 
I might suggest that I raised the question—and in fairness to Mr. 
Rathbone—to furnish us with any figures that he wants to with ref- 
erence to those figures. 

The Cuatrman. That will be included in the record. 
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(The information to be furnished is as follows:) 


Contained herein are the comments requested by Mr. Heselton during Mr. 
Rathbone’s appearance before the House Committee on Foreign and Interstate 
Commerce on February 19, 1957, concerning the article entitled ‘“The Big Squeeze 
on Business,’ which appeared in the February 22, 1957, issue of U. S. News & 
World Report. The portion of the article to which Mr. Heselton referred spe- 
cifically was a table entitled the “pinch on profits—industry by industry” which 
showed earnings after deducting costs and taxes in 1947, and for the first 9 months 
of 1956, expressed as cents per sales dollar. These earnings were based on data 
published by the United States Securities and Exchange Commission and included 
the following industries: 


Lumber and wood Textile mills 

Furniture -apermaking 

Iron and steel Apparel 

Fabricated metals Printing and publishing 
Machinery (except electrical ) Chemicals 

Electrical machinery Oil refining 

Motor vehicles Rubber 

Instruments Stone, clay, and glass 
Food 


While Mr. Heselton indicated that any comments would be appreciated, he 
raised two specific questions as follows: (1) the significance of information 
given regarding oil refining and (2) comments concerning the level of profits in 
oil refining versus other major industries, such as iron and steel, fabricated 
metals, chemicals, etc. In addition, Mr. Dollinger requested that information be 
supplied on the profits between the two periods covered by the article in the U. 5. 
News & World Report. These questions are discussed individually below. 

SEC classification—Oil refining 

The various SEC groups are made up by combining results for corporations 
whose principal activity is in each general type industry. The definition of the 
type of corporation classified by the United States Securities and Exchange Com- 
mission as “oil refining” is given in Appendix I. There is included also a list 
of the 49 individual companies making up this sample. It will be noted that 
the list of companies includes most of the integrated United States oil companies 
which are engaged in crude production, transportation, and product marketing 
as well as refining. Thus the data quoted in U. 8S. News & World Report repre- 
sents a combination of these operations rather than “oil refining” alone as would 
be surmised from the title. Based on the annular reports of the companies and 
other available data, it is estimated that this group in 1955 had about 63 barrels 
of crude production for every 100 barrels of crude run through their refineries. 
Furthermore, some 20 percent of the total refining operations and over half of the 
producing operations were in areas outside the United States. 

Ratio of net earnings to sales 

For a given company or industry the ratio of net earnings (after taxes) to 
total sales is often cited as a measure of profitability, and such ratios are often 
used in making comparisons of profitability among different firms in a given 
industry. While this type of comparison is of some value when analyzing a 
given industry, from an economic point of view, the use of a profit-sales ratio 
is misleading when comparing different types of industries. This ratio focuses 
attention upon the relationships between unit prices and unit costs, and fails 
to take into account the differences in capital requirements behind the marked 
differences in thhe return on sales as between industries. 

The most widely recognized measure of profitability is the ratio of profits 
to capital, and this ratio has a degree of intrinisic economic significance. Under 
free market conditions there is a tendency for capital (savings) to flow from 
uses in which its return is low to uses in which its return is high, so that 
ultimately there would tend to be an equality of return, adjusted for dif- 
ferences in risk, as between alternate uses. The rate of return on capital is, 
in this sense, the instrument which regulates the flow of current savings, as 
capital, into various uses in accord with the preferences of society. 

Earnings as a percentage of sales can be related to earnings as a_ per- 
centage of capital employed. The link between these two is the ratio of sales 
to assets (or any other measure of capital employed). This ratio (sales to capi- 
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tal) is commonly described as turnover and is, perhaps, most easily understood in 
terms of its inverse—the ratio of capital to sales. Broadly speaking, the 
capital-to-sales ratio is a measure of the inherent nature of an industry as to 
its capital requirements. It also reflects the advance of technology which has 
generally involved a substitution of capital for labor as increased output or 
quality is achieved. And typically, the increases in capital employed have been 
greater than the increases in output and sales. Where there are marked dif- 
ferences in productive technology from one industry to another, there are similar 
differences in the amount of capital (or assets) required per dollar of sales. 

Several examples of this relationship, based on the SEC data published in 
the U. S. News & World Report, work out as follows: 


| : r : . 1 
| 


Earnings, cents per |Assets emploved| Percent return 





dollar of sales (after per $1 of sales | on total assets 
cost and taxes) | | employed 2 
} } | | 
0471 | 
1947 | 
Elia | | 1956 | 1947 | 1956 | 1947 | 1956 
U.S. | Origi- | | | | 
| News nal | 
data | | 
Sa a ‘ ” = | peice tie ast | 
| 
Chemicals ____- : : 7.0 | 8.7 7.9} 080) O81) 10.9 9.7 
Oil refining ¢_. 1.2} 109| 108} 107! 1.15] 103 9.4 
Iron and steel_ 6.7 6.6 | 6.5 | 79 . 80 | 8.3 | 8.1 
Machinery (excluding electrical) 7.1] 7.2 5.6 | 69 70} 10.4 7.9 
Motor vehicles. ---- tna | 5.9 | 6.0 | 4.9 | . 57 | . 63 10. 4 | 7.8 
Textile mills. __ i = | 7.3 8.2 | 3.0 . 62 . 69 13. 1 4.1 
Food i 3.7 4.2) 2.5 | . 38 . 39 | 11.1 6.4 
! ' ' 


1 The 1947 calculations have been based on original data as we are unable to trace the adjustments made 
for the magazine article. 

2 The return on total assets employed is a mathematical result of dividing earnings per dollar sales by the 
assets employed for dollar sales. 

3 ‘Total assets are before deduction of any liabilities. 

4 Includes substantial crude producing activities. 


It will be noted from the data shown above that the assets employed per dollar 
of sales by each of the groups was higher in 1956 than in 1947. Also, it will be 
noted that oil refining required more assets than did any other industry. For 
example, in the food preessing industry in 1956, there was required only 39 
cents worth of assets for each dollar of sales. By comparison, the petroleum 
industry required $1.15 worth of capital assets for each dollar of sales. This 
indicates, of course, that petroleum requires considerably more capital expendi- 
tures than does the food-processing industry. In fact, it will be noted from a 
comparison of the most recent data available on the capital required per produc- 
tion worker in various manufacturing industries shown in Table I, attached, that 
the capital required per production worker in the petroleum industry is well over 
twice that required for any other industry. This will, perhaps, be better under- 
stood when it is realized that it is necessary to handle petroleum literally 
dozens of times from the time it is produced at the well until it reaches the 
ultimate consumer in the form of products of the desired quality at the proper 
location. 

In order to further clarify the results for the group labeled by the SEC and 
reported in the U. S. News & World Report as “oil refining,” the returns for 
several companies engaged solely in oil production have been studied in an effort 
to indicate the effect of the greater risk in this branch of the business on the 
rate of return. Six U. S. companies with only producing operations showed 
during a recent period a return of 14.9 percent on total assets as compared with 
the 9.4 percent shown in the tabulation above for the oil-refining group. It 
was not possible to find a representative group of companies engagegd in oil 
refining only, but a selection of 4 companies who have little or, in one case, no 
crude production activity showed an average return of only 5.7 percent on total 
asssets. While based on limited data, this does give a directional indication of 
the fact that the producing activities raise the return for the SEC group to a 
higher point than would be found for oil refining alone. 
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Level of profits in the oil industry 


The second question raised by Mr. Heselton had to do with the significance 
of the fact that the profits on the sales dollar quoted for oil refining in 1947 
and in the first 9 months of 1956 were higher than the profits shown by any other 
industry. Also, Mr. Dollinger asked that profit data be supplied to cover the 
period between these two dates. 

Further illustrations on a year-by-year basis have been derived from data 
published by the National City Bank of New York which, as with the SKC, is 
essentially a combination of the results published by representative companies for 
the various industrial groups. These data are shown in table II, attached, both as 
a percent margin on sales and as a percent of net assets, which is after deducting 
liabilities. As a result, the returns on this basis are higher than those quoted 
above on a total assets basis. Information for various manufacturing industries, 
along with similar information for chain food stores, are shown over the period 
1947-55. It will be noted from table II, that based on earnings expressed as a 
percent margin on sales, petroleum production and refining shows the second 
highest profit margin (exceeded, consistently, only by the cement industry, and 
in some years, by the chemical industry). However, when the earnings are 
expressed as a percent on net assets, it will be noted that petroleum production 
and refining is consistently below several other industries. In 1955 and several 
other years, it is below the average return for all manufacturing industries, even 
though it includes a large element of the more risky crude producing business. 
It is interesting to note also, that chain food stores, which are normally thought 
of as low profit enterprises and show earnings in 1955 as a percent of sales of 
only 1.2 percent, give a return of 13.4 percent when evpressed on a net assets 
basis as compared with the 14.2 percent on net assets realized by the petroleum 
industry in 1955. 

APPENDIx I 


NOTES ON THE CATEGORY “PETROLEUM REFINING” AS USED IN TABULATIONS OF 
FINANCIAL REPORTS BY THE SECURITIES AND EXCHANGE COMMISSION 


Financial data pertaining to United States manufacturing corporations are 
tabulated quarterly by the Securities and Exchange Commission, which collects 
data for the corporations registered with it, and the Federal Trade Commission, 
which obtains comparable information from a sample of nonregistered corpora- 
tions. These data are classified by industry according to the Standard Indus- 
trial Classification used by Government statistical agencies. This Standard 
Industrial Classification was prepared by the Bureau of the Budget for the 
purpose of standardizing the industrial groups for which official Government 
data are published. 

In tabulating the financial data of corporations by industry the Securities 
and Exchange Commission is faced with a problem of classification whenever 
a corporation engages in two or more activities which specifically fall in separate 
industry classifications. The rule used in classifying multiproduct corporations 
is to consider all of the corporation’s activities as belonging to that industry in 
which the most important single category of products and activities fall. For 
this purpose the relative magnitudes of gross revenue are used in determining the 
relative degree of importance of various products. For example, in the case of 
the petroleum industry certain corporations are engaged in a range of activities 
which cut across industry lines as defined by the Standard Industrial Classifica- 
tion. Those corporations that are engaged both in the extraction of crude petro- 
leum and natural gas and the refining of petroleum products will be classified as 
mining corporations if the revenue received from the sale of crude oil exceeds the 
revenue received from the sale of refined petroleum products; and will be classi- 
fied under petroleum refining if the revenue from the sale of petroleum products 
exceeds the revenue from the sale of crude petroleum. 

The category petroleum refining as used by the SEC is defined as follows: 
Establishments primarily engaged in producing gasoline, fuel oils, lubricants, 
illuminating oils, and other products from crude petroleum and its fractionation 
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products in petroleum refineries. Currently, the following registered corpora- 
tions are classified in this group: 


American Petrofina (Panhandle Oil Mohawk Petroleum Corp. 


Corp.) Phillips Petroleum Co. 
Anderson-Prichard Oil Corp. Plymouth Oil Co. 
Ashland Oil & Refining Co. Pure Oil Co. 
Atlantic Refining Co. Quaker State Oil Refining Corp. 
Bankline Oil Co. Richfield Oil Corp. 
Chicago Corp. Shamrock Oil & Gas Corp. 
Cities Service Co. Shell Oil Co. 
Clark Oil & Refining Corp. Sinclair Oil Corp. 
Colorado Oil and Gas Corp. Skelly Oil Co. 
Consumers Cooperative Socony Mobil Oil Co., Ine. 
Continental Oil Co. Standard Oil Company of California 
Cosden Petroleum Corp. Standard Oil Co. (Indiana) 
Crown Central Petroleum Corp. Standard Oil Co. (New Jersey ) 
Danaho Refineries The Standard Oil Co. (Ohio) 
Delhi-Taylor Oil Corp. Sun Oil Co. 
Douglas Oil Company of California Sunray Mid-Continent Oil Co. 
Frontier Refining Co. Sunset Oil Co. 
Gulf Oil Corp. Suntide Refining Co. 
Hancock Oil Co. The Texas Co. 
Husky Oil Co. Texas Natural Gasoline Corp. 
International Refineries, Inc. Tide Water Oil Co. 
Kerr-McGee Union Oil Company of California 
Oil Industries, Inc. Western States Refining Co. 
Leonard Refineries, Inc. Wilcox Oil Co. 


It will be noted that this list of 49 companies includes most of the major United 
States oil companies. The data tabulated by the Securities and Exchange Com- 
mission are obtained from the annual reports of each of these companies and 
thus the figures for petroleum refining do not correspond to the economic activity 
of petroleum refining because the nonrefining activities carried on by the corpo- 
rations listed above are included, and because the refining operations owned by 
corporations not included in this category are excluded. Actually, the activities 
carried on by these corporations include petroleum production, pipeline opera- 
tions, refining operations and marketing operations, in varied proportions, and 
it is not possible to determine from published information a reliable story on 
petroleum refining alone as carried on by the 49 companies. 


TABLE I.—Capital invested per production worker 








Industry | 1953 | 1952 1951 1950 
Food, beverages, and tobacco- - $15, 371 $15, 162 $14, 183 
Food and beverages 14, 192 14, 104 13, 173 
Tobacco manufactures 29, 464 | 27, 874 | 26), 472 
Textiles and their products___ 5, 244 5, 407 5, 070 
Textile-mill products 7, 137 7 7, O84 6, 404 
Apparel and products made from fabrics _- 3, 37: 3 3, 562 3, 567 
Lumber, wood products, and furniture and fixtures_ 5, 452 5, 611 5 4, 994 
Lumber and wood products 5, 701 5, 147 
Furniture and fixtures 5, 403 5, 0! 4, 640 
Paper and allied products . 12, 402 11, 592 10, 506 
Printing, publishing, and allied industries___. 9, 893 9, 799 ¢ | 9, 002 
Chemicals and allied products 23, 776 23, 901 22, 891 | 21, 368 
Petroleum (includes extraction and pipeline transportation) 79, 297 76, 298 70, ¢ | 64, 640 
Rubber products 11, 819 12, 097 10,731 | 9, 912 
Leather and products 4, 070 4, 270 4, 079 
Stone, clay and glass products 9, 721 8, 871 8, 7, 706 
Metal products and processes 10, 608 11,113 10, 9, 488 
Primary metal industries 13, 894 | 14, 121 11,3 10, 994 
Fabricated metal products (includes ordnance) __- 7, 331 7, 716 7, 856 7, 520 
Machinery, except electrical 11, 456 11,315 10, 854 10, 344 
Electrical machinery and equipment 9, 549 10, 251 9, 224 | 8, 443 
Transportation equipment 8, 063 8, 334 9, 107 8, 458 
Motor vehicles and equipment 12, 916 15, O86 11, 893 9, 817 
Miscellaneous manufacturing 8, 868 9, 168 8, 818 | 8, 144 
Instruments and related products 10, 218 10, 235 9, 624 9, 023 
Other : 8, 073 8, 527 8, 369 7, 720 
Total manufacturing_-_-__- eae a edie 11, 777 11, 977 11, 212 10, 423 


Sources: Treasury Department: Bureau of Labor Statistics; Interstate Commerce Commission; The 
Conference Board. 
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TABLE II.—Net income of leading corporations for the years 1947-55 (as compiled 
from annual reports by First National City Bank of New York) 


1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 1955 
| 


Per- | Per- | Per- | Per- | Per- | Per- Per- | Per- 

Percent return on net assets: ! | cent | cent | cent | cent | cent | cent , cent 

Baking 20.4 | 21.4 | 17.8 | 16.1 | 12.3 | 12.2 . 11.3 | 

Dairy products. -_- -| 15.2 | 14.0} 15.5 | 13.9 | 11.0} 10.5 2} 121 

Other food products 21.2 | 17.4 | 14.0} 15.5 | 11. 10.0 ; 11.3 

Chemical products ih ae aeece 13. 2; 14.5 

Petroleum production and refining 15. 22.1 | 13. 14. 13.9 

Cement 11. 16.6 | 18. 14. 18.8 

Iron and steel__- 11.3 | 14.0 | 11. 8. 9.4 

Autos and trucks _- 20. 26.0 18. £ 21.1 

Aircraft and parts —6. 3 8 17. 27.4 | 

Total manufacturing s 17. 18. 13. § 12. ¢ 12.4 

Chain stores, food 17.8 | 16. 18, 3 
Percent margin on sales: 2 

Baking 

Dairy products 

Other food products 

Chemical products 

Petroleum production and refining -- 
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! Book net assets at the beginning of each year are based upon the excess of total balance sheet assets over 
liabilities; the amounts at which assets are carried on the books are far below present-day values. 

2 Profit margins computed for all companies publishing sales or gross income figures, which represent 
sbout 90 percent of total number of reporting companies; includes income from investments and other 
sources as well as from sales. 


Mr. Dot1incer. Will you yield for one more question ? 

Mr. Wotverton. Yes. 

Mr. Dotircer. Could you at that point also indicate in your figures 
the profit and loss over the same period? You have made reference 
before that it would not reflect the profit and loss situation. Do you 
know what I am referring to? 

Mr. Rarupone. Yes. 

Mr. Doturncer. I am trying to get the comparative rate of profit 
and loss over the years. 

Mr. Ratusone. Of course, sir. We cannot give those figures for 
industry, because so far as I know they are not available on the broad 
basis. 

Mr. Dottrncer. Your own industry over the years, to show whether 
the profits have gone up or down over that period of time. 

Mr. Rarusone. We can show figures for some of our affiliated 
companies. 

Mr. Dotiancer. I would like to have that, thank you. 

The CHairman. You can give the information for your own com- 
pany then? 

Mr. Rarupone. Yes, sir, except that our company is a holding com- 
pany. We really have to get this sort of information from an affiliated 
company, because Jersey has no figures of that type that is of any 
significance. 

The CHarrmMan. You understand what he wants ? 

Mr. Ratusone. I understand what he wants and we will try and 
see what we can do there to supply it. 

(The information to be supplied is as follows :) 

This question, in the context of the preceding discussion, refers to the period 
1947-56: however, 1956 data are not yet available. The reference is clearly to 
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net profit, or rate of net profit which is usually determined as a percentage of 
shareholder’s equity (net worth). The discussion also suggests comparison 
with industry, but Mr. Rathbone pointed out this is not available on a broad 
basis. 

The data are as follows: 


| Millions of dollars] 














| 

Jersey domestic operating 18 competitive domestic 

| companies | companies * 

| ad aerial euelh ons 

| 

| Net Average | Percent | Net | Average | Pereent 

profit worth| return | profit i veep return 

| | 
Rs 6 ore erstccn eins aon 184] 1,115 17.7 | wa 3, 807 14.3 
tat ; SA ao aaa 226 1, 321 18. 5 | 901 4, 329 20.8 
Se chutpdy « dedndn ae : ‘ 156 1, 412 | 11.4 | 631 4, 858 13.0 
Sel) at oko ks S i ai-dedeeu ‘ | 214 1, 486 14.8 | 753 5, 293 14.2 
ee ee alia ai da | 246 , 587 15.9 | 865 5, 863 14.7 
1952___-- waa stew wenn ---nense--=--5---5-| 209 1, 700 12.7 | 788 6, 454 12.2 
Ee deg ou ta sados a 231 1, 820 13.1 | 844 | 6, 949 12] 
BOS abo ci kesidn shee sd | 188| 1, 984 9.9 | 821 7, 465 10.8 
Ta Va aor hick | 237 2, 174 | 11,4 924 8, ie 11.3 








*From our analysis of data published in the annual reports of those companies. 


Mr. Rogers. Will you yield ? 

Mr. Wotverton. Yes. 

Mr. Rocers. One thing that I want to ask Mr. Rathbone. In mak- 
ing your conclusions or reaching your conclusions about the increase, 
will you include the additional increase of the cost of money ? 

Mr. Rarusone. You have to assume how much money a man is 
going to borrow to do that. 

Mr. Rocers. Of course. It will have to be a relative thing, but I had 
in mind independent producers that have been hit pretty hard by the 
increase in money costs. 

Mr. Rarueone. That is right. 

Mr. Rocers. Whether it will reflect that cost, is my concern. We 
ought to get it from some other source. 

Mr. Rarueone. I think you ought to get it from somebody like my 
friend Russell Brown. He can probably get better figures on that 
than I could. 

Mr. Rocers. One other thing, if the gentleman will yield further. 
IT have a statement here concerning information on relative increases 
in price of crude and other commodities, a comparative statement. 
And I would like to have it inserted in the record at this time as my 
paper. And I ask unanimous consent for that purpose. 

The CuarrMan. Without objection it will be included in the record. 

(The statement and charts are as follows :) 


INFORMATION ON RELATIVE INCREASE IN PRICES OF CRUDE OIL AND OTHER 
COMMODITIES 


An increase of approximetely 35 cents a barrel in crude oil prices in Texas and 
the midcontinent producing area has been followed by considerable discussion 
of a proposed investigation on the ground that it represents a gouging of con- 
sumers. 

It is of interest to compare the increase in crude oil prices with that in other 
commodities. The average price of crude oil in the midcontinent area of about 
$3.25 a barrel is now 12 percent higher than the average price of $2.90 a barrel in 
1953 and 22.6 percent higher than the average price in 1948. 

Since 1953, the wholesale price indexes reported by the Bureau of Labor Sta- 
tistics indicate an increase of about 14 percent for motor vehicles, 17 percent for 
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machinery, 20 percent for metal and metal products, 24 percent for iron and steel, 
compared with 12 percent for crude oil. 

The Bureau of Labor Statistics also shows that average hourly earnings in 
petroleum producing operations as of September 1956 were already 15.4 percent 
higher than 1953 and 53 percent higher than in 1948. 

Since labor, steel, and machinery are among the principal cost items of the 
petroleum producing industry, it is to be expected that the price of crude oil would 
advance as the cost of these items increased. It is only surprising that the price 
of crude oil has not kept pace with that of its principal items of cost. 

U. S. News and World Report of January 18, 1957, reports the following changes 
in average prices since mid-1950: new house, up 41 percent; new car, up 21 
percent ; auto tire, up 26 percent; man’s suit, up 14 percent; milk, up 14 percent; 
bread, up 24 percent. The cost of living and wholesale prices are reported by this 
same publication to have advanced 16 percent. 

In the light of these changes, it is interesting to see what has happened to the 
price of gasoline. The average retail price of gasoline in 50 cities, as reported by 
the American Petroleum Institute, was 19.54 cents a gallon, excluding taxes, in 
1948 and 21.28 cents a gallon in 1953. 

If we add a cent onto the latest reported price for September 1956, the present 
average retail price, excluding taxes, would be 22.56 cents, an increase of only 
6 percent since 1953 and 15.5 percent since 1948. These increases in the price of 
gasoline are at a slower rate than in the cost of living or in prices generally. 


Price changes, 1948-57 








| Index, Index, 
Janu- | 1948= 100 1953= 100 
1948 1953 _, i ae el anil 
1957 | | 
| | 1953 1957 1957 
| | 
1. East Texas crude-oil price | 2.65 2. 90 3.25 | 109.4 | 122.6 112.1 
2. Average gas line price—cents per gallon: | | | 
Exeluding tax ; 19.54 | 21.28 |'22.56] 108.9] 115.5] 106.0 
Inmtodine tax. Bi | 25.88 | 28.681131.43| 110.8] 121.4 109. 6 


MAJOR FACTORS AFFECTING CRUDE-OIL PRODUCTION 





3. Average hourly earnings - 1. 667 2.21 








“ 
x 2 2.55 | 132.6] 153.0 115.4 
4. 544-inch casing, No. 14___-- | 84.98 | 114.38 | 135.31 | 134.6] 159.2 118.3 
J a me : 
WHOLESALE PRICE INDEXES (1947-49=100) 
[Bureau of Labor Statistics] 
piaisiacoapatinapctas ‘ yet ————— 

Commodities other than food and farm products 103.4 | 1140 | 124.2 110 120. 1 108. 9 
Machinery 100.9 123.0 | 143.5 | 121.9 142. 2 116.7 
Mot»r vehicles 100. 8 118.9 | 135.9 118.0 134.8 114.3 
Metal and metal products 103.9 126.9 152.0 122. 1 146.3 119.8 
Iron and steel 104. 3 131.3 | 162.4 1125.9 155. 7 | 123.7 

| | 


! Based on increase of 1 cent a gallon above prices reported for September 1956. 
Note.—All dati from Bureau of Labor Stitistics except 1,2,and4. For 1957 the figures used are the latest 
renorted by the BLS, usuilly September 1956. The East Texas price is the p sted price. The gas*line 


price per gillon is the average for 50 e' ties reported by the American Petroloum Institute. The price of 
casing is that paid by a large firm in Texas. 


The CrHarrman. Does it include all of the commodities or certain 
commodities? I observe it is a very long memorandum. 

Mr. Rocers. It includes certain commodities. It is a comparative 
statement. 

The CHarmrMan. Very well. 

Mr. O’Hara. Will the gentleman yield to me? 

Mr. Wotverton. Yes. 

Mr. O’Hara. Mr. Rathbone, is your company an eleemosynary cor- 
poration or is it a private enterprise corporation ? 
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Mr. Rarueone. It is a private enterprise company with a little over 
400,000 shareholders. And they expect toe get a dividend. 

Mr. O’Hara. Thank you. 

Mr. Wotrverron. I have been rather interested in hearing several 
witnesses say that this price increase was long overdue. 

What do you mean by long overdue? You have given a compara- 
tive increase in cost, starting on the basis of 1948 up until the present 
time. 

When did it first become overdue ? 

Mr. Ratrsone. Mr. Wolverton, there has been—well, I would say 
for at least 2 years—quite a number of public statements made by 
people in the oil industry with respect to the need for a higher price 
for crude oil in order to support an adequate level of exploration and 
development. 

I myself, I think, have made public statements to that effect 2 or 
3 times in the past year. And I have read and heard many other 
people say that on various occasions. 

So that I would say that the feeling has been quite general in the 
oil industry for at least a year and a half or 2 years that a higher price 
was needed. 

Mr. Wotverton. Then if it should have been raised 2 years ago and 

was not raised, it was sort of an eleemosynary institution for at least 
2 years, was it not? 

‘Mr. Ratupone. No, sir. I think there were very good reasons as 
to why the price increase did not come sooner. 

Mr. Wotverton. The next question I was going to ask, if it was 
long overdue, what was the basic reason that ‘br ought it at this par- 
ticular time, instead of an earlier date when it ‘did become due? 

Mr. Rarueone. In my opinion, there were probably four major fac- 
tors or reasons why a price increase in crude oil did not come sooner. 

Of course, other people may have other reasons, but these appeal 
to me as being important in answer to your question. 

I think one of the reasons was that there has been widely discussed 
and talked about in this country the fact that we had anywhere from 
a million and a half to two million barrels a day of surplus productive 

capacity that was readily available to open the valve and come out into 
production. 

The oil emergency resulting from the Suez situation showed that 
that is not true. We probably do have something around a million 
and a half or two million barrels a day of capac ity to produce more 
oil in this country at the oil wells, but we certainly do not have any- 
thing like that capacity available to market it because of the limita- 
tions on transportation. 

So that I think that the general discussion through the industry and 
the public and in the legislative areas, also, of this large surplus ca- 
pacity to produce was a ‘deterrent effect as I think it would be in any 
industry to a price rise. 

Certainly, another point that was a deterrent factor was large 
stocks both of crude and of products. Stocks had accumulated above 
ground for both crude and products in what were generally consid- 
ered to be excessive levels, excessive amounts. 

Those stocks certainly of crude and distillate fuel have been gomg 
down to normal working levels in all of the areas where they are 
available for tanker shipment. 
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I think another thing that had some effect on it was the import 
question, the import of oil into the United States, that had been pro- 
ceeding at a rate that many people felt was too high for some time. 

And the combination of all of these factors, in my opinion, was 
the basic reason why an oil price increase had not occurred earlier. 

Mr. Wotverton. In expressing that opinion, I assume that you 
are speaking of the.opinion of your particular company rather than 
that of any other company 4 
Mr. Rarupone. Exactly. 

Mr. Worverron. And the price rise did come. Did the other com- 
unies do likewise ¢ 

Mr. Raruvone. Did they raise their prices? 

Mr. Wotverton. Yes. 

Mr. Rarusone. What happened, as you gentlemen know, was that 
on January 3 the Humble Oil & Refining Co. raised the price of 
erude oil in the various areas where they post prices by varying 
amounts. 

Within the next 10 or 12 days practically every other major crude 
buyer that I know of in the United States raised the posted prices 
that he offered to pay for crude oil. In many cases the same—in 
other cases more and in other cases less. 

And what has happened is that the play of the competitive evalu- 
ations of price by these various crude oil buyers has finally resulted 
in some companies coming down in some of their postings and others 
going up. 

And it settled out, as it always does, to a uniform appraisal in the 
various. areas of what the present price ought to be. 

Mr. Wotverron. Is the cost of crude the same to all companies ? 

Mr. Rarusone. No. 

Mr. Worverron. How does it happen that so frequently we observe 
that the cost of the end product, we will say gasoline, is the same? 

Mr. Rarusone. Well, of course, the price of the end product is the 
same almost entirely because of the fact of the highly competitive 
condition that exists in the gasoline marketing industry. 

It is inconceivable to me and practically proven that you cannot 
expect to sell gasoline at the filling stations across the street from 
another one at a cent higher. People just won’t do it. They will 
come to the one that is a cent lower. 

And the net effect of it is that in any area the prices of gasoline 
tend to level out at whatever level the sellers in there eventually 
find will give them an even competitive break with the other fellow. 

Mr. Wotverron. That has always been a very interesting explana- 
tion to me. Over a period of years I have never heard any other 
explanation given except it is the highly competitive situation that 
necessitates all companies charging the same price. 

I have never been able to quite understand that if it is as highly 
competitive as it is claimed, how it happens that within a day or so 
of one price going up, in fact less than a day I have sene it, that 
the price goes up at every other service station in that locality. 

Mr. Rarnsonr. Mr. Wolverton, you and I are both from New 
Jersey and may I remind you that the same thing works when the 
price goes down. 

New Jersey has been afflicted by price wars for 5 or 6 years and 
I myself have seen the situation where you would have 1 service 
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station at one end of one of our major highways in New Jersey drop 
the price when I went to work in the morning and when I came 
back from work in the evening all the rest of the stations along that 
whole highway were exactly the same price. 

Mr. Wotverton. That must be a very disturbing feeling to see 
that prices drop at the same time at all of the stations—that is, from 
the standpoint of the producer. I have never been disturbed by it 
asaconsumer. [Laughter. ] 

Mr. Ratusone. I do not find very many consumers that do feel 
badly about that. 

Mr. Worverton. Unfortunately, the instances of which you speak, 
where there have been price wars, are so infrequent that we almost 
could remember each of them and the dates on which they took 
place, but the frequency with which prices are raised and the regu- 
larity with which they are raised and the unanimity with which they 
are raised would be without exception in my locality. 

Of course, I can only speak for that portion of New Jersey in 
which I live and I know that on the circle where different service 
stations exist, they all seem to be anxious to be on the same circle, 
whether it is Gulf or Sinclair or Atlantic or Esso or whatever it 
may be. 

And regardless of their difference in corporate entities the price 
never varies, not even a tenth of a cent. 

And I was just wondering how that competition was so great that 
it produced the same price at every station. 1 have never been able 
to understand that. 

I notice when you sell television sets or automobiles or whatnot, 
there is competition, and competition brings about differences in 
prices. 

But so far as oil is concerned, at least to the consumer, fuel oil for 
the home, I have never seen any difference. 

Mr. Rarusone. Well, I must say, sir, that I think that the situa- 
tion in New Jersey has displayed more variation in the gasoline 
price in the last 6 years than any other area that I have ever been 
engaged in. 

Mr. Wotverton. I am glad there is something commendable that 
can be said about New Jersey. 

Mr. Ratueone. And I could, if you would like, get you informa- 
tion to indicate the many variations that have occurred in the price 
of gasoline in New Jersey over the last 5 or 6 years. 

But I would also like to make this point which I think is very 
little understood and, that is, that what we consider to be the basic 
or reasonable price for gasoline for the last 314 years has not gone up 
at all. 

All of the variations have been on the downside. 

Mr. Woxverton. Of course, I am interested more than from the 
standpoint of New Jersey. I only use that as an illustration because 
it is nearest home and the one with which I was most familiar. 

I am interested in it from the standpoint of other areas as well 
where I think the same thing exists. The only difference seems to be 
in the amount of taxes—that seems to make a difference in each State 
in the price of the gasoline. 
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But allowing for that, they all run pretty much the same, in my 
opinion. At least, that has been my experience. 

Mr. Ratugone. Of course, assuming for the moment that the rela- 
tive efficiency of refineries is approximately the same, the cost of the 
gasoline would be approximately the same because the price of crude 
oil is generally established to reflect differentials in quality of the 
various crudes which means that when you run “A” crude or “B” 
crude or “C” crude you theoretically, at least, come out with the same 
cost of gasoline. 

It is not unreasonable to assume that the price of gasoline along, let 
us say, the Atlantic seaboard, basically would be the same because of 
the fact that the cost fac tors are, gener rally speaking, the same. 

There are variations in the efficiency of various refineries, it is 
true, but certainly the refining industry has spent literally billions 
of dollars in the postwar period, in improving its efficiency, in putting 
in new equipment. And I think it 1s fair to say today that most 
refineries have been modernized and are highly efficient units of manu- 
facture, so that it does not seem at all unreasonable to me, if you look 
at the basic factors, as to why the cost and the price of gasoline does 
run pretty close together. 

You would not expect gasoline to cost 50 cents a gallon in Connecti- 
eut and 20 cents a gallon in New Jersey by any yardstick that I can 
think of. 

Mr. Wotverron. No, I do not think that is the yardstick to apply. 

I have always had a feeling that efficient management and opera- 
tion of a company could reflect itself in the cost of the product of that 
particular company. 

And the strange situation to me, and your answer seems to de- 
velop the thought that I have in mind, is that notwithstanding any 
differences of efficiency, they are all oper ‘ated so closely alike from that 
standpoint, that ther e is no difference in the cost by the time it 
reaches the consumer. 

To me that is inconceivable when you take a large industry that 
they should all operate on such an efficient basis that there would be 
no difference in price. 

Yet that is what you say. You say you would not expect any 
difference in price in Connecticut than you would in New Jersey. 

Maybe not, but I would expect that difference in price based upon 
the efficiency of operation as between one company and another. 

Mr. Raturone. Well, sir, as to those differences, I said I would not 
expect any major ‘difference. Those differences do occur, as you know. 

We have had, as was just dise ussed, a good many price wars in New 
Jersey and in New England and in Pennsylvania. Those I am sure are 
a reflection of the fact that there are differences in the cost of manu- 
facture and in the cost of distribution of some of the people that are 
marketing in that area. 

Mr. Deroun1an. Will you yield for a price war question ? 

Mr. Wotverton. Yes. 

Mr. DerountAn. Why do you suppose there have not been any price 
wars on fuel oil for the home? 

For example, you make very much of the fact that gas prices have 


gone up 1 cent. ‘Why have fuel oil prices gone up from about 9 cents 
in 1950 to 1614 cents today ? 
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And they come from the refineries, too. The distributors say the 
refineries are the ones that jack the prices on them. Someone ought 
to have an explanation for the differences in the price on fuel oil 
and the like. 

Mr. Rarupone. The increase in the price of fuel oil has been simply 
a reflection of the fact that the costs have gone up over that same 
period of time. And in that particular market they have been able 
to recover those costs. 

I do not think that the price of fuel oil today—you are talking 
about home fuel oil ? 

Mr. Derounian. Yes. 

Mr. Ratueone. Is out of line at all with the cost increases that 
have occurred in the manufacturing of fuel oil in the period. 

Mr. Derountan. Thank you. 

Mr. Doturncer. Will you yield? 

Mr. Wotverton. Yes. 

Mr. Dotirncer. Who has made the markup on the gasoline that 
the dealers can sell to the public at the gas station / 

Mr. Rarupsone. The gasoline that is sold through service stations is 
sold at what is called a dealer tank wagon price. And that price, let 
us say, might be 16 cents a gallon delivered to the tank of the service 
station dealer. He adds to that price whatever he considers to be the 
right kind of a markup for him. That is determined by the dealer, 

Mr. Dotiincer. Don’t you determine that at all? 

Mr. Ratupone. No. 

Mr. Doxtancer. Can he set the price down, so that his price is less 
than any other dealer that you give a franchise to—can he do that?! 

Mr. Ratruerone. Yes, that is quite true. A good many price wars 
have started with just exactly that mechanism. Some dealer who may 
be operating on a 6 cents gallon margin decides that he can get by on 
5 cents, because he thinks he can get some business away from the 
surrounding dealers, so he cuts his margin from 6 to 5. 

Mr. Dotirncer. How much control have you over the dealer in 
giving him a franchise. Is that determined on your part? 

Mr. Rarueone. Our contracts to supply trademarked products 
are, generally speaking, on a basis that gives the dealer a reasonable 
protection related to his caliber. 

I mean, we give longer franchises to dealers that are established as 
being good dealers and shorter ones to those that are new to us. 

Mr. Dotirncer. You can terminate the franchise, without any 
rhyme or reason, if you want to put somebody else in competition with 
a particular dealer ? 

Mr. Rarueone. That is right. 

Mr. Dotiineer. He has no recourse ¢ 

Mr. Ratueone. Yes. 

Mr. Dotirncer. All right. 

Mr. Sprincer. Would you yield to me? 

Mr. Woxverton. Yes. 

Mr. Springer. I have found a peculiar situation this fall which 
may reflect what you are talking about. 

In central Illinois there was a price war on. That covered half of 
my congressional district. And it was not covered in the remaining 
half. 
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The result was that I found it convenient to go over to that half to 
buy my gasoline. 

] was surprised that on your high quality gasoline the reduction was 
8 cents a gallon and that lasted for some 50 days. 

I take it from what you mane said that that reflects 1 of 2 things, 
either a competitive factor, or, as I have found in most instances, it 
reflects that there is cremiemelie 

Is that not true in most of these where there is a price cutback ? 

Mr. Rarupsonr. No,sir. I think that the question of supply basical- 
ly so far as the dealers are concerned has very little effect because they 
are operating under a supply contract from a refining supplier and 
they just do not worry about whether they are going to have enough 
gasoline or not. They expect to get it. 

There are many years of experience behind them on that. And I 
don’t think they worry about the supply. 

And I don’t think that dealers’ price changes are reflective of the 
supply picture nearly as much as they are of the desire of the dealer 
to acquire a higher volume from « siauiliaees in the area 

Mr. Sprincer. Let me ask you this: You don’t mean ‘to tell me and 
this committee—you don’t mean to tell me that the 3-cent cutback 
which covered four counties in my district was due to any distributor 
out in the area who owned a filling station ? 

Mr. Rarupone. It very likely was. I don’t know, but it very 
likely was. 

Mr. Springer. It was introduced by Standard of Indiana, one of 
your affiliates. 

Mr. Rarusone. They are not an affiliate of ours. 

Mr. Sprincer. All right. We will say another Standard com- 
pany. You do not say that was instituted by a dealer at Clinton, 
Ill., which extended over into several counties—some 25 counties of 
central Illinois? 

It was due to the fact that the distributor of Standard Oil chose 
to cut back 3 cents per g gallon. 

Mr. Raruponr. That is ex: ctly what I am trying to say to you, 
yes, sir. 

Mr. Sprincer. You are not saying then that it was Standard Oil of 
Indiana that cut back 3 cents on the price? 

Mr. Rarneone. Well, I cannot talk about that because I do not 
know, but I can certainly talk about Esso territories. And I would 
say this to you that with respect to the Esso territory where we mar- 
ket, a very high percent ige of these large reductions, just as the one 
you have outlined, have originated from “the dealer. 

Mr. Sprincer. Not from the Standard Oil of New Jersey ? 

Mr. Rarsupone. Not from the supplier. 

Mr. Sprincer. At the time that these filling stations cut back in 
New Jersey, you did not give them a consequent l-cent reduction in 
the cost which they paid for their gasoline? 

Mr. Rarueone. What happens most of the time is that after a 
dealer initiates one of these price reductions he comes back to the 
supplier and says, “Now look, I have got to have some protection on 
this.” 

He almost always tells you he did it because somebody else did it 
first. But he does come back usually, if the going gets too tough and 
asks for protection from the supplier. 
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Mr. Sprincer. I am talking about the initiator 

Mr. Ratrueone. I am talking: 

Mr. Srrincer. In New Jersey that does not come back and ask for 
protection after the cut is made then. 

Mr. Rarsusone. Of course, when the supplying company, in this 
case Esso, feels that it wants to reduce the price because of whatever 
reason, oversupply, or reduction of costs, or whatever reason, they cut 
the tank wagon price to all dealers. 

Mr. Springer. That is all, Mr. Chairman. 

The Cnamman. I might note, if my colleague would permit this 
interruption, it is obvious that practically all of his time is being 
devoted to his colleagues. 

The Chair would like to mention that due to the good nature of 
our friend we seem to have an odd procedure. 

I will ask my colleague if he will continue with his questions so 
that some of the others might get their time in and orderly procedure. 

Mr. Wotverron. Do not attribute my good nature only to today. 
Of course, it is very difficult when colleagues whom I so highly respect 
want to ask questions. I know they will be very intelligent questions 
and it is very difficult for me to refuse. 

But as I told the chairman, if I can proceed for just a few minutes 
maybe I could yield and then the chairman would have an opportunity 
to ask some questions. 

I am rather doubtful as to whether I can fully understand how it 
is except on the principle that we used to play a game when I was a 
boy, follow the leader. And it seems to me that in this oil business 
there are indications at times that there is a leader with whom when 
he speaks out or steps out, everybody else goes along. 

I have never known just how that works within the law, but never- 
theless it does seem to happen. 

Take the question you have just raised with respect to the necessity 
to raise prices because Humble did. You have another illustration. 

I cannot understand that any more than I can where there is so 
great competition that so many oil companies want to g get around the 
same circle on the road, and yet when it comes to price it does not 
make any difference when you go up to one station or another, it is 
the same price. They always follow the leader. 

I have never seen too often where they follow the leader down except 
as you may have referred to the price wars. Those price wars which 
certainly are not any desire or intention of the major companies. 
That originates in other ways 

For instance, I want to question you with reference to how the 
price of Humble would influence Standard Oil of New Jersey in raising 
its price. 

I have a recollection, and if I am wrong you certainly will correct 
me, but I have a recollection that on a previous occasion some witness 
for Standard Oil of New Jersey had said that they had long-term 
contracts with Humble, that is 5 or 7 years, as to the price of oil. 

Is there any long-term contract in force at this time as to the 
price you would pay to Humble after they increased the price to 
producer ? 

Mr. Ratusone. No, sir. Esso Standard has no long-term contracts 
with Humble for the purchase of crude oil. The crude oil that Esso 
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Standard purchases from Humble is purchased on a day-to-day 
basis. 

They do have a 5-year contract to purchase products from the 
Humble refinery at Bayton, Tex. They purchase there a substantial 
portion of the production from that refinery which the Humble 
company does not need for its own marketing activities. 

But the basis for purchase, under that products contract, is based 
on a cost plus the return on the investment. And, of course, when 
the price of crude oil goes up, why the cost of the products which 
they acquired under that purchase contract went up also. 

Mr. Wotverton. Also as to gasoline. 

Mr. Ratueone. Yes, on gasoline. 

Mr. Wotverton. How does the cost that you pay Humble compare 
with the cost of your own production, or do you not produce? 

Mr. Ratrusone. We have no production. The Jersey company has 
no production. The only production that you might say Jersey has 
is that of its affiliated companies. And the affiliated companies in 
the United States, in the Jersey family, are the Humble and the 
Carter. 

Mr. Wotverron. Would you mention those affiliates that you now 
refer to? 

Mr. Ratrurone. Humble and Carter—Carter Oil Co. 

Mr. Wotverton. Did the Carter Co. raise their price after Hum- 
ble did? 

Mr. Rarupone. Yes, sir. 

Mr. Worverron. Was there any protest by Standard Oil of New 
Jersey, of your affiliate for raising their price? 

Mr. Ratupone. No, sir. There was no protest because we felt that 
they had evaluated the situation correctly. 

Mr. Wotverron. I notice not only yourself but from your testimony 
it would seem others evaluated it the same way. 

For instance, in one place you say by last year had reached a point 
where in the judgment of experienced oil men, the price at which a 
barrel of crude was being sold no longer was sufficient to meet the 
cost and so forth. 

That has reference to experienced oil men. 

And in the use of those words does that indicate that other company 
officials were of the same opinion as yourself ? 

Mr. Rarupone. You mean the officials of other oil companies? 

Mr. Wotverron. Yes. 

Mr. Raruegone. That phrase was intended to reflect what I men- 
tioned a while ago, that is, that there had been public statements made 
by a number of oil men whom I consider to be efficient, over the past 
year or so that the price of crude oil was too low. 

' It also reflects the opinion of a number of the experienced men in 
our own organization. 

Mr. Wotverton. So that when you use the expression, “The judg- 
ment of experienced oil men,” that relates to statements which just 
were sort of haphazard, that were made by them but all happened to 
be along the same line? 

Mr. Ratueone. I would not call them haphazard, sir. 

Mr. Wotverton. By “haphazard”I mean that there was no under- 
standing between them to make those particular statements. 
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Mr. Ratusone. I would like to say very categorically that I did 
not discuss the question of a higher crude price with the official or 
the representative of any other o1] company before this price increase, 
except the Humble Oil Co. 

Mr. Worverton. And the Carter, I suppose ? 

Mr. Ratueone. Not the Carter, no. 

Mr. Wonverton. It only takes one to increase the price and all the 
others will follow, is that true? 

Mr. Rarupone. It depends on what the others think about the move 
that the first one makes. There have been quite a few cases when 
moves 

Mr. Wotverton. Don’t they usually take the same action ? 

Mr. RatHeone. Not always. In this particular case, there was 
quite a difference of opinion with respect to quite a number of crude 
oils. And if you would like I can detail to you the changes that 
occurred within about two weeks after the Humble issued 

Mr. Wotverton. I got off a little bit. I sort of assumed that they 
did. So I suppose that is the same situation there, is it not? 

Mr. Ratusone. Mr. Wolverton, it is simply the effect of the differ- 
ence of appraisal of individual companies, nonconnected companies, 
with respect to what the right price ought to be in any particular 
market. 

We do not have a combine or an agreement amongst all of the oil 
companies. Many people seem to feel that we do, but we do not. 

Each company evaluates the market situation with respect to the 
factors that exist at the current time and does what it thinks it ought 
to do. 

Sometimes it is right, and sometimes it is wrong. And when it is 
wrong, why it has to change. 

When it is right, the chances are that most of the other people find 
out it is right and eventually will arrive at the same price. 

Mr. Wo xverton. It took about two weeks for the pendulum going 
higher or lower until it settled down to a certain price, is that right? 

Mr. Ratugone. I think that is about right. I can refer to my— 
well, the Humble raised the price of crude oil in Texas on the 3d of 
January. And according to the records I have here, the last read- 
justment was on the 1ith of January. That was eight days. 

Mr. Wotverton. May I call your attention to a sentence or two on 
page 7 of your statement : 








When our largest domestic producing affiliate, Humble Oil and Refining Co., 
found that it could not obtain all the crude oil we needed for European ship- 
ment either from its own production and inventories or from purchases at the 
prevailing price, Humble concluded that, in view of the long-term justification 
for a higher price due to higher costs, the only way by which the needed 
additional supplies could be secured was to offer to pay a higher price. 

Does not that seem to convey the thought then that the European 
situation resulting from the closing of the Suez Canal did have a 
direct bearing on the increase of price to the consuming public? 

Mr. Rarnponr. Yes, sir. I do not think there is any question about 
it. I thik, as I said a while ago, that a crude price rise would have 
occurred in this country, irrespective of the Suez crisis occurring, but 
as | further went on to say, there were a number of factors which were 
acting to deter such a rise which the Suez Canal crisis tended to 
eliminate. 
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Mr. Wotrverron. Then there is no doubt at all that the European 
situation did have the effect of being an element in the cost increase 
to the consumer in America? eahy é 

Mr. Rarnponr. Yes, siz, Not the slightest question in my mind 
about it. It was not the major factor, in my opinion, but it certainly 
was a factor. 

Mr. Wotverron. I do not know that I will take the time to do it 
now, but in view of the testimony that was previously given to this 
committee back in 1948, as it was shown at that time by the repre- 
sentatives of the Standard, Socony, and so forth, in that testimony— 
may I quote from the report of the committee of February 27, 1948: 

The preservation of existing facilities and the consummation of the large 
expansion contemplated may be accomplished only if there is peace in the 
Middle East. The gravity of the situation and precariousness of the potentialities 
of this area as a source of supply have been presented to the committee in 
testimony by the Ambassadors to Great Britain and Lraq, the Director of the 
Office of Near East and African Affairs, representatives of the military services, 
officials of the Standard, Socony, and Arabian-American Oil Companies, and 
others. 

Illustrations have been given of incidents already influencing adversely the 
construction program, especially of interruptions to pipeline construction sched- 
ules. Concern has been expressed over their extension. 

It is not at all clear what reliance can justifiably be placed on the continuation 
and expansion of this source of supply, at least at the amounts and within the 
times indicated. 

This has actually come true, has it not? 

Do you think that that situation that now exists there is more than 
just merely an element with reference to rising costs to the American 
consumer ¢ 

Mr. Rarneonr. I am not sure, sir, that I quite get that question but 
if I understand—— 

Mr. Wotverron. I am trying to convey the thought that is in my 
mind, and I am trying to see whether it is justified or not, whether it 
is not the Suez situation that really is the basic cause. 

You have, as I take it, said that was an element. Is the element 
slight, unimportant, or is it importance, or is the difference in cost 
the real reason, the cost of production ? 

Mr. Raruzone. Mr. Wolverton, I would like to answer that ques- 
tion in this way: I am thoroughly convinced that a higher price for 
crude oil and correspondingly higher price for products was a thing 
that was necessary in this country in order to assure to us an adequate 
supply of crude oil that we need in this country and an adequate 
ieining industry. 

I think any reasonable look at the cost figures such as Mr. Hesel- 
ton was developing a while ago, will indicate that over a period of 
three and one-half or more years, the oil industry has absorbed cost 
increases of all types in the exploration end of our business. 

It is becoming increasingly difficult for us to find good quality oil 
fields in this country. We are having to drill deeper. We are having 
to go out in the off-shore area of the Gulf Coast. The amount of oil 
that we find per wildcat well in this country, which is the index of 
the success of our exploration activity is steadily declining. And it is 
perfectly clear to me that this situation demands, if we want to have 
oil in adequate supply in this country, that we have to have a higher 
price. 
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We had to have one and we have one now. 

So I feel very little question in my mind with respect to the neces- 
sity and the desirability, both for the protection of the American 
public, of an adequate oil price. 

I think that by any reasonable comparison with other prices, that 
the present oil price is a satisfactory price and not an exorbitant 
one. 

In my opinion, any price change in the economy that we follow 
mm this country has a value, if it performs the purpose and service of 
increasing our productivity and increasing our availability of supply 
of things that we want in this country. I think this price will do 
that. 

You have asked: 

Mr. Wotverton. From what you say—time is getting a little 
short—we may have to adjourn—I take it from what you say then 
that even though the Suez situation was settled, and the pipelines 
were opened so that the oil comes both ways from the Near East to 
Europe, that we could not look for any drop in price as a result 
thereof to our American consumer ? 

Mr. Ratueone. Yes, sir. That is exactly right. 

I would say this, Mr. Wolverton, that we have, in my opinion, no 
alternative, except to import excessive quantities of foreign oil into 
this country. 

And I don’t think we want to do that for our national security 
and the national welfare. 

I think a reasonable amount of imports into this country is good 
and desirable. I think an unreasonably high level of imports would 
be very undesirable. 

And if we are not going to have an unreasonably high level of 
imports we do have to have domestic industry that can continue to 
go ahead and make the supplies available that we need. 

Mr. Wotverton. It would seem to me that the oil companies were 
faring pretty well when they are already getting the basic reason 
for increased price even though the Suez Canal matter would be 
cleared up. 

Mr. Ratrusone. Well, I have just mentioned the alternatives. The 
alternatives are that we can have an excessive amount of imports of 
oil into this country from foreign areas, and if we have an excessive 
amount it would probably drop the price in the United States. I do 
not think that is to our interest. 

Mr. Wotverron. I have one concluding question: During the time 
when you say that an increase of price was due, during the time that 
it became due, and was not put into effect, was there any drop in the 
profits of the Standard Oil of New Jersey or any other major 
company ? 

Mr. Ratueone. The return on the investment of 18 American oil 
companies that are largely engaged in the oil business in the United 
States was showing a decline, a steady decline during that period. 

Mr. Wotverton. You mean per share? 

Mr. Rarueone. The return on invested capital. The dollar level 
or earnings was not going down simply because the volume of busi- 
ness was going up, but the return on invested capital was showing a 
decline. 
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Mr. Wotverron. I gathered that you said that it became proper for 
an increase about 1953 ? 

Mr. Ratrurone. No,sir. There was an increase in 1953. in June. 

Mr. Wotverron. Yes. And since that there has been none? 

Mr. Rarupone. There has been none since then. In this 31-year 
period, so far as our own company is concerned, we had three rounds 
of wage increases. 

In that same 31-year period we had i increases in the cost of steel, 
increases in the cost of machinery, increases in the cost of cement, in 
fact, increases in the cost of practically everything that we do. 

Mr. Wotverron. According to your earnings statement, have the 
earnings of the company gone down duri ing the ‘last dye yee ars? 

Mr. Rarueonr. | think that the signific ant thing, sir, is whether 
the return on invested capital has gone down. 

Mr. Wotvertron. You kee “p re peating that to me, and with my lim- 
ited knowledge I think there is something I do not understand. That 
is the reason I am asking for the general figure of earnings. 

You make reports to the stockholders. What I would suggest would 
be that you make available to us. I do not know that the whole thing 
is necessary in detail, but I certainly would like to see just what the 
net oper: ating earnings were during the past 3 years when you were 
operating on a price that was below what it should have been. 

Mr. Rarupone. Well, 1 can give you those figures. I have them 
right here. 

Mr. Worverron. If it does not take too long—that is up to the 
chairman. 

Mr. Rarnpone. I have no objection whatever, but I do feel—— 

Mr. Wotverron. If you want to put that in right there, I will be 
glad to hear it, if it does not take too long. 

Mr. Rarusone. I will be very happy to. I would crave your in- 
dulgence to make this remark. 

The absolute dollar level of earnings for any company is not sig- 
nificant in many respects. It is not ‘significant with respect to the 
impetus to invest new capital in a growing industry except when 
you relate it to the return on invested capital. 

The Jersey company in 1956 will report earnings of approximately 
$800 million—and that is a lot of money; and many people say it is 
too much money. 

It is only too much money if it represents a greater return on the 
invested capital than is necessary in order to “perpetuate the com- 
pany’s growth and its improvement of products and all of the things 
we have to do to meet the growing demand. 

And I think that the significance of the dollar figure itself is not 
as great as the significance of what your return on invested capital 
is—the actual dollar level of ear nings. 

fr. WoLvERTON. bg were your earnings in 1952? 

Mr. Rarusone. Just a moment. 

The CHAIRMAN, May I ask you to defer just a moment? 

I know that my colleague from New Jersey is endeavoring during 
this examination to get as much information as he can. It will be 
helpful to all of us. 

(Off the record.) 

The CHarrman. Well, in view of the situation, after Mr. Wolverton 
concludes—— 
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Mr. Wotverron. I do not have but one question. 

The CHarmman. All right. 

Mr. Wotverton. The witness was about to answer it. 

Mr. Ratusone. These figures—— 

Mr. Wotverton. Give the earnings for 1952, 1953, 1954, 1955, and 
1956, if you are able to do so. 

Mr. Ratupone. Yes, sir. These are the consolidated earnings of 
all of the affiliated companies of the Jersey Co., which includes 
Jersey’s interest in those companies. There are two earnings figures 
I might give you. 

One is the income of the Jersey Co. itself, which is entirely from 
dividends declared by affiliated companies. We are not an operating 
company. 

The Jersey Co. conducts no operation. It is a holding company 
which receives its entire income from dividends. 

But the underlying affiliated companies earn more money than 
they declare in dividends. They reinvest: it, and they hold some of 
it in surpluses and — of that type. 

Mr. Wotverron. I did not ask for dividends. I wanted earnings. 

Mr. Raruevone. You want the consolidated earnings of all of the 
companies. 

In 1952, this consolidated income was $540 million. I am dropping 
off the other figures. In 1953, $581 million. In 1954, $584 million. 
Tn 1955, $709 million. In 1956, we haven’t published our final figure 
yet, but it will be approximately $800 million. 

That is on a company with a gross investment of pretty close to $8 
billion. 

Mr. Busu. Could I ask one question at this time? 

The CHatrrMan. Yes. 

Mr. Busn. Has your capital investment grown percentagewise to 
your income during that period of time? 

Mr. Rarueone. Grown more. I do not have the figures handy right 
here at the moment, sir, but our invested capital has grown. 

Mr. Busu. Can you furnish them ? 

Mr. Ratrupone. Yes. 

(The information requested was discussed by Mr. Rathbone on the 
following day and appears on p. 299.) 

Mr. Wotverton. The question comes up how that capital increase— 
by what means—was there a writeup by inflationary prices or what? 

Mr. Ratneone. No, sir; the capital investment was increased en- 
tirely by the reinvestment of earnings and by the investment of bor- 
rowed funds. 

The Cuarrman. What percentage of this income in 1952, 1953, 1954, 
1955, and 1956, which you have just given, and I suppose this is after 
taxes 

Mr. RatHpone. Yes, sir. 

The Cuatrman. What percentage of this profit comes from your 
overseas operation ? 

Mr. Ratueone. Well, in 1955, which is the last figure we have re- 
ported, 26 percent of the total net income of the consolidated net 
income came from domestic operations in the United States, and 74 
percent of it came from the foreign operations. 

The CHarrman. Do you have the figures for the other years ? 

Mr. Ratusone. Earlier years? 
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The CuarrMan. Yes. 

Mr. Ratupone. I can give you those. I do not think I have them 

vailable right at the moment. 

The Cuairman. Dothey run about the same percentage ? 

Mr. pour ncoppre They have been running pretty close to 25-75 for 
several years; yes, sir. I can say that to my general knowledge. 

The Cuamman. We must answer the rolleall. 

The committee will adjourn until 10 o’clock in the morning. 

(Whereupon, at 12:20 p. m., the committee adjourned, to reconvene 
at 10 a.m., Wednesday, February 20, 1957.) 
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WEDNESDAY, FEBRUARY 20, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in room 1334, 
New House Office Building, Hon. Oren Harris, chairman, presiding. 

The CuarrMan. The committee will come to order. 

When the committee recessed yesterday, Mr. Rathbone had con- 
cluded his statement and was being interrogated by members of this 
committee. 

Since we were in session in the House on an important bill yester- 
day we asked Mr. Rathbone to come back today. We hope we have 
not inconvenienced you too much by asking you to come back, but 
obviously there are many members of the committee who want to ask 
some questions to you. 

We do appreciate your staying over and being back with us this 
morning. 


STATEMENT OF M. J. RATHBONE, PRESIDENT, STANDARD OIL CO. 
(NEW JERSEY), ACCOMPANIED BY N. J. CAMPBELL, JR., ASSO- 
CIATE GENERAL COUNSEL, AND T. W. MOORE, ASSISTANT MAN- 
AGER, COORDINATION, PETROLEUM ECONOMIC DEPARTMENT, 
STANDARD OIL CO. (NEW JERSEY )—Resumed 


Mr. Rarusone. Pardon me just a moment, sir. 

At the close of the hearing yesterday, Mr. Wolverton asked me some 
questions about profits. And I believe Mr. Bush asked some ques- 
tions about investments. 

Last night I put in a little homework and I prepared a very brief 
statement, a copy of which lies before you on your desk this morning. 

I think you will find it of interest. And if you would permit me to 
read it—it is very brief, only about 5 pages, I believe it would be help- 
ful to you gentlemen with respect to those particular questions. And 
then after that we can proceed with any further questions that would 
arise. 

If I have your permission, I would like to do that. 

The Cuamman. You may do that. 

Mr. Rarnpsone. Do you find the copy there ? 

The Cnamman. We have the copy. 

Mr. Rarueone. I could not get it to you earlier because it. was only 
worked up last night. 

As I remarked yesterday, the absolute dollar figure of a company’s 
net earnings, or profits, are not in themselves particularly revealing or 
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significant. Like most other quantities, they are relative, and must be 
related to other things to reflect their true meaning. 

As I said here yesterday, consolidated net earnings of Jersey and 
affiliates, in round figures, have been as follows : 


i a a ae $540, 000, 000 | 1954____- ieee ies bil cae $585, 000, 000 
~~ eeeee '  ee e 709, 000, 000 
as 581, 000, 000 | 


These figures show that our net earnings have risen by 31 percent 
over this 5-year period. At the same time, however, our investments 
in capital equipment—oil wells, tankers, refineries, pipelines, ete.— 
have also grown. Here are the figures: 


Gross investments 


1951... -______._-_.... $34, 518; G00, OOD | 1954___- ______. $6, 093, 000, 000 
Giese see eee 4, 986, 000, 000 |.1955_...._......-___.. 6, 622, 000, 000 
eas re tes __.. 5, 368, 000, 000 | 


Thus you will see that, while our profits have increased 31 percent 
from 1951 to 1955, our gross investments have increased 47 percent. 

In my opinion, as | mentioned yesterday, one of the most signifi- 
cant ways of measuring profits is as a percentage of net worth. On 
that basis, our profits for the Jersey Consolidated picture show these 
percentages : 


Percent Percent 
RE icon sihieciens — velcundidd 19. 1) ROR ic ccucombiiddabteeweiesns ae 
A er ee B I icten<oenrreaebenivinnitvdennstaas JE 
1953_ ae et elie sgn ee .0] 


From othe table it may be seen that, whereas our profits rose 31 per- 
cent from 1951 to 1955, as a percentage of net worth they have shown 
a declining trend. This is indicative of the fact that returns on 
recent investments are lower than those on earlier investments. 

In common with most other oil companies, Jersey is facing a stead- 
ily increasing demand for oil products year after year. For example, 
the volume of oil products delivered by Jersey affiliates in 1951 was 
1,933,000 barrels per day. 

In 1955, this figure had risen to 2,428,000 barrels per day. In other 
words, our profit as an absolute dollar figure was rising over these 
years because we were providing consumers with vastly greater quan- 
tities of oil. 

What I have been giving you are consolidated figures; that is, the 
accounts-as computed for the total Jersey organization, which covers 
the operations of the affiliated companies pretty well over the free 
world. 

Of particular interest to this committee, however, may be some 
figures about domestic operations alone. I would like to talk about 
Jersey’s domestic operating affiliates. 

In order not to burden you will too many figures and numbers, I 
will confine my remarks to the same period, 1951 through 1955. 
Final figures for 1956 are not yet available. 

In 1951, the net profits, after income taxes, for these domestic 
operating affiliates of Jersey companies, was $246 million. 

By 1955, the profits had declined to $237 million. During this 
5-year period net profits plus depreciation, depletion, amortization, 
and retirements, minus normal dividend payments, failed to meet the 
needed capital expenditures by $218 million. 
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As I have said before, one of the generally accepted methods of 
expressing a company’s earnings is to relate the net profits to the 
net worth of the company. 

The Jersey domestic affiliates’ net profits as a percentage of net 
worth in 1951 was 15.9 percent, and by 1955 had declined to 11.4 
percent. 

Our analysis of data published in the annual reports of a group of 18 
integrated United States operating oil companies, showed they ex- 
perienced a decline from 14.7 percent in 1951 to 11.3 percent in 1955, 
return on their net worth. During the same period, total manufac- 
turing industries showed a 14.4 percent return on net worth in 1951 
and increased to 15.0 percent in 1955, according to data published by 
the National City Bank of New York. 

Over the years, Jersey’s consolidated expenditures for capital equip- 
ment and for other expenses relating to the search for and develop- 
ment of new oil reserves have been very large. In 1951, for example, 
these were $555 million; in 1955 they were $861 million. 

For the current years our capital budget is in the neighborhood of 
$1,200 million. I think it is mteresting to note, incidentally, that 
with estimated 1956 profits of around $800 million, capital expendi- 
tures as planned for the current year (1957) will amount to $3 for 
each $2 of last year’s profits. 

While we have been making these large investments to keep up 
with consumer requirements for more oil, you may be interested to 
know that our ratio of total volume has remained just about constant 
or possibly declined slightly. That is the amount of the given market 
that we supply as ¢ ompared to - balance of the industry. Our posi- 
tion remains about constant or has declined slightly. This is true 
both for the United States nia on a worldwide basis. 

These large capital expenditures are required not only because of 
the job of supplying more people with more oil products, but also 
because of higher prices for the things we must buy. 

To give some concrete examples, a tanker of 26,600 dead-weight 
tons capacity built in an American shipyard cost around $5.5 million 
in 1948, something around $6.5 million in 1953, and around $7.5 million 
mn 1956. 

Similarly, a 50,000 barrel-a-day refinery built from the ground 
up on the east coast of the United States in 1948 was cale ulated to 
cost about $55 million; in 1953 the cost had gone up to $65 million, 
and by last year it had reached $72 million. 

The average cost of oil wells drilled in our country in 1948 was 
around $49,000 per well. Today, owing to higher prices for drill pipe, 
bits, labor, and virtually everything else required to drill a well, and 
because of the necessity for drilling wells deeped, the average well 
sunk in the United States costs $71,000. 

The capital funds available from depreciation and depletion do not 
provide the sums necessary if we are to stay in business and to meet 
consumer demands. 

As I said yesterday, the very large investments we must constantly 
make are financed partly by borrowings and, even more, through re- 
investment of profits. In fact, for a number of years, we have plowed 
back into the business about half of our net ear nings every year. 
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As I said at the outset, it seems to me that the important thing about 
profits is what is done with them and what they do for people, rather 
than their absolute size. 

Our profits are large—we have to do a big job. I am convinced 
that the vigor and vitality of the Jersey organization, which can be 
sustained only by adequate profits, well serves our Nation and con- 
sumers everywhere that we do business. 

I hope that those figures will be of help to the gentlemen who were 
raising those questions yesterday. 

The Cratrman. Have you included anywhere in your statement 
thus far the names of your affiliates ? 

Mr. Raruzone. No,sir;IThavenot. Iamsorry,sir. I cannot name 
them all to you. There are toomany. I would be very happy to sup- 
ply that information. 

The CHatrMAn. Will you supply that for the record? I think we 
would like to have it. Do you know how many affiliates you have ? 

Mr. Raruponer. I cannot be explicit about it. But there is some 
thing in the order of 225 affiliated companies. 

(The information to be supplied is as follows :) 


Standard Oil Co. (New Jersey), list of affiliated companies * 


Perceutag 





of votin 
Nam | Organized under laws | ownershiy 
of by Jerse y or 
immediate 
parent 
Aksjeselskanet Norske Esso Norway bodes 5.7 
Aksjeselskapet Tiger do QR. 9 
Ancon Insurance Co., 8. A Panama 10K 
Balboa Insurance Co., 8. A | do 100 
Altantic Barrere, 8. A Uruguay 100.0 
Arabian American Oil Co Delaware / 30, 0 
Aramco Overseas Co do 100.0 
Butterworth System, Inc : do 100. ¢ 
Carter Oil Co., The West Virginia 100. 0 
Hope Producing Co ; Delaware 100. 0 
McKamie Gas Cleaning Ce Arkansas 32 
Companhia Maritima Br: isileira Brazil 100, 0 
Brasilmar Meridional de Navegacao, Ltda do 19.0 
Creole Petroleum Corp Delaware 5.1 
Compe nia de Petroleo Lago Venezuela 100. 0 
FE: em Vi zuela Gas Trat sport Co Delaware 22 7 
Derek E sso A/S Denmark $2 39 
A/S Kalundborg Olieraffinaderi do 5.17 
Det Gronlandske Olieaktieselskab do 24 OX 
Esso Afrique Oecidentale Societe Anonyme Francaise France 100 
Esso Aktiengesells*haft Germany 100 0 
Buss*her & Hoffman Aktiengesellschaft do 86. St 
Vereinigte Asphalt-Und Teerprodukten-Fabriken G. m. b. h do... 100 0 
Gewerkschaft Elwerath do i4, 38 
Gewer’s haft Eriolraffincrie Emsland ah 
Gewerkschaft Erdoel Raffinerie Deurag-Nerag Germany -_. 51. ¢ 
Esso C ua), Ine Delaware 100. 0 
Esso Ex lorati on Italia, Ine do ] 
Esso Export Cor} ) do 100. 0 
Esso Export, Ltd Great Britain (M 
ob Ltda Chile 100.0 
Esso Mexicana, 8. A. de C. V Mexico 10 
Esso-Necerland N. V Netherlands ; oe 
N. V. E Petrol sum Industrie Maatschappij do 100 
Esso Petroleum Co., Ltd Great Britain 0.0 
Britis Miesicas Petroleum Co., Ltd., The do 109.0 
Cleveland Petroleum Co., Ltd do 84. 6 
British Oil Storage Co., Ltd ac 10 
Esso Petroleum Co. (Ireland), Ltd Ireland. . 00. | 
Purfleet Deep Wharf & Storage Co., Ltd Great Britain 100. ( 
Standard Candle Co., Ltd do 100. ¢ 
1 Excludes certain inactive companies; companies nationalized; companies maintained 
solely for the protection of trade names or in connection with collateral activities, such 
as employee pension trusts, facilities for employee housing and hospitals, etc. Ownershi; 


is indicated by identation. 
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Standard Oil Co. (New Jersey), list of affiliated companies—Continued 


Esso Research & Engineering Co 
Esso Research, Ltd 


International Catalytic Oil Processes Corp 


Jasco, Ine . 


Polymerization Process Corp., The_- 


Standard Catalytic Co 
Esso Shipping Co 
Esso Sociedad 
Refineria de Petroleos ‘‘] 
Esso Standard Algerie 8S. A 


4 Isaura”’ 


Anonima Petrolera Argentina 


Organized under laws 


of 


Delaware 
Great Britain 
Delaware 
oR 
-do_._. 
-do 
do i. 
Argentina 
do 
Algeria 


Societe Anonyme pour le Stockage et le Remplissage des Gaz | do 


Liquefies. 
so Standard (Argentina), Ine 
dard (Austria) G. m. b. H 
I Belgium) 8. A 
ompagnie Industrielle Atlas 
tsso Standard (Luxembourg) 
. Congo Belge 
tandard (Cuba), Ine 
so Standard Do Brasil, Inc- 
Esso Standard Espanola, 8. A 
Esso Standard (Guatemala), Inc 
Esso Standard (Inter-America), Ine. 
Esso Standard Italiana-S. P. A 
Esso Standard (Libya), Ine 
Esso,Standard (Malta) Ltd 
Esso <tandard Maroc 8. A 
Standard (Near East), Ine 
Esso Standard Oil Co 
Atlas Supply Co 
Enjay Co., Ine 
Keshee, Inc 
Penola Oil Co 
Tuscarora Pipe Line Co., Ltd 
Standard Oil Co. (Chile) 8S. A. C 


idard 


Sse 


FE esc 


Compania Mantenedora de Plantas. 


Esso Industrial Ltda 


Sociedad Anonima de Navigacion Petrolera._— ‘ i do 


Esso Standard Oil Co. (Uruguay), 8. A 
Esso Standard Oil, 8. A 
Lands Exploitation Co., Ltd 
Prinidad Shipping Co., Ltd 
Esso Standard Oil Co 
Esso Standard Portugal, Inc 
Esso Standard Refinery 
Esso Standard (Sicily), Ine 
Aucusta Ricerche Petrolifere (Arpe 
Esso Standard (Switzerland 
Flexflam A. G ; 
Esso Standard Tunisie, S. A 
Esso Standard (Turkey), Ine 
Esso Tankschiff Reederei G. m. b. H- 
Esso Trading Company of Iran 
Iranian Oil Participants, Ltd 
Iranian Oil Exploration & 
Iranian Oil Refining Co 
Iranian Oil Services Ltd 
Esso Transportation Co., Ltd 
Esso West Africa, Inc 
Ethy] Corp 
Ethyl Corporation of Canada, Ltd 
Ethyl-Dow Chemical Co 
European Gas & Electric Co.. 
Gewerkschaft Brigitta 
Oljdenburgische Erdol G, m,. b 
Gilbert & Barker 


N.V 


Manufacturing Co 


Gilbert & Barker Manufacturing Co., Ltd___- 


Stemco Ltd 
Humble Oi] & Refining Co 


Fast Texas Salt Water Disposal Co-- 


Humble Pipe Line Co 
Van Salt Water Disposal Co 


(Puerto Rico) 


cea 


Producing N. V 


_ 


Delaware 
Austria 
Belgium 

dado 
Luxembourg 
Belgium 
Delaware 

| West Virginia 


Delaware : 
Great Britain. 
Morocco 
Delaware 

do. 

do...- 

do 
New York 
Delaware 


Chile... 
oo 
..- 
Uruguay 
Panama... 
Surinam 
| Trinidad 
Puerto Rico. 
Delaware 
Belgium 
Delaware 
Italy 
Switzerland 
do. 
Tunisia 
Delaware _. 
Germany --. 
Delaware - - 
Great Britain 
Netherlands 
do 
Great Britain 
do 
Delaware 
ao... 
Canada 
Delaware 
do 
Germany 
do 
Massachusetts 
Canada 


Great Britain. 


Texas. 
er 
inna 


do 


Pennsylvania - - 


Percentage 
of voting 
ownership 
by Jersey or 
immediate 
parent 


100. 
100. 
75. 
100. 
20. 
100 
100 
100. 
15. 9 
au 

? 








304 PETROLEUM SURVEY 


Standard. Oil Co. (New Jersey), list of affiliated companies—Continued 


Name 


Imperial Oil, Ltd-_- = on 
Alberta Gas Trunk Line Co., Ltd., The 
Atlas Supply Company of Canada, Ltd_-_- 
Caribbean Oil & Transport, Inc. 

Chatlon Oil & Gas Co., Ltd 
Champlain Oil Products, Ltd 
Devon Estates, Ltd . 
Devonian Natural Gas Co., Ltd 
Eron Oil & Gas Co., Ltd 
Home Oil Distributors, Ltd- 
Imperial Oil Shipping Co., Ltd 
Imperial Pipe Line Co., Ltd., The. 
Interprovincial Pipe Line Co-- ‘ i 
Interprovincial Pipe Line Patrol Co., Ltd 
Lakehead Pipe Line Co., Inc 
Lowlands Exploration, Ltd__. 
Maple Leaf Petroleum, Ltd 
Montreal Pipe Line Co., Ltd 
Portland Pipe Line Corp-. 
Nisku Products Pipe Line Co., Ltd 
Oval Natural Gas Co., Ltd 
Peace River Oil Pipe Line Co., Ltd 
Redwater Disposal Co., Ltd 
St. Lawrence Tankers, Ltd 
Esso of Canada, Ltd : 
Transmountain Oil Pipe Line Co 
Alpac Construction & Surveys, Ltd- 
Transmountain Oil Pipe Line Corp 
Transit & Storage Co 
Transit Co., Ltd__- 
Winnepeg Pipe Line Co., Ltd. 
Westspur Pipe Line Co-_-- 
30 land-holding companies in western Canada. -. 

Internationa! Petroleum Co., Ltd 
Andian National Corp., Ltd 
Compania Colombiana de Gas, 8. A 
Compania Peruana de Gas, 8. A 
Esso Colombiana S. A 
International Petroleum (Colombia), Ltd 

Oleoducto del Pacifico, S. A 

Interstate Oil Pipe Line Co 
Yellowstone Pipe Line Co 

‘‘La Columbia” Societa Marittima Per Azioni 

Lago Oil & Transport Co., Ltd 

Mediraq, Ltd 

Medaqatar, Inc 

Mediterranean Standard Oi! Co 

N. V. Nederlandse Aardolie Maatschappij 

Near East Development Corp 
Basrah Petroleum Co., Ltd 
Iraq Petroleum Co., Ltd 

Iraq Petroleum Transport Co., Ltd 
Mosul Petroleum Co., Ltd 
Petroleum Concessions, Ltd 
Petroleum Development (Oman) Ltd 
Petroleum Development (Trucial Coast), Ltd 
Qatar Petroleum Co., Ltd 

Oklahoma Oil Co 

Oy Esso Ab 

Panama Transport Co 

Pate Oil Co 

Perfect Power Corp 

Plantation Pipe Line Co 

Standard Oil Company of Canada, Ltd 

Sociedade Tecnica e Industrial de Lubricantes Solutec 8. A 

Standard Oil International, Ltd 
Staniraq, Ltd 
Stankuwait, Ltd 
Stangatar, Ltd 

Standard Tankers (Bahamas) Co., Ltd 


Organized under laws 


of 


Canada... 
_do 
BRS 
Panama. 
Canada. _- 
.do 
do. 
ine 
~oontit 
aX. aa 
eS 
_.do 
do. 
_.do 
Delaware 
Canada... 
do_. 
do 
Maine 
Canada. 
do... 
do 
_do 
_.do 
do 
do 
do 
Delaware - 
_do 
Canada. 
..do_. 
oa. 
do-_. 
do 
do 
Colombia 
Peru 
Colombia 
Canada 
Colombia 
Delaware 
do 
Italy 
Canada 
Iraq 
Panama 
Delaware 
Netherlands 
Delaware 
Great Britain 
do 
do 
do 
do 
do 
do 
do 
Illinois 
Finland 
Panama 
Delaware 
Illinois 
Delaware 
Canada 
Brazil 
Great Britain 
Iraq 
Bahamas 
do 


do 


Percentage 


of voting 


ownership 

by Jersey or 

immediate 
parent 


oY. 


10 


46 
41 


100.0 


100 
100 
100 
100 


100. 


100 


100, 
100. 


100 

33 
100 
100 
100 


100. 


> 
100 
100 
100 
10 
44 
W). 
100 
s 
100. 
100 
100. 
100 
100 


8.3 


100 


82. 5 
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Standard Oil Co. (New Jersey), list of affiliated companies—Continued 


Percentage 
of voting 


Name Organized under laws | ownership 
of by Jersey or 
immediate 
parent 
Standard-Vacuum Oil Co Delaware _ _- 50. 0 
Atlantic Union Oil Company Pty. Ltd Australia 100. 0 
Emoleum (Australia) Ltd do 5.15 
Gilbert & Barker Manufactusing Co. (Australia) Pty. Ltd do 100. 0 
Korea Oil Storage Co Delaware _ _- 33.3 
N. V. Nederlandsche Nieuw Guinee Petroleum Maatschappij_| Netherlands 40.0 
N. V. Standard-Vacuum Petroleum Maatschappij do 100. 0 
N. V. Standard-Vacuum Tankvaart Maatschappij do__. 100. 0 
N. V. Standard-Vacuum Sales Co Netherlands East 100. 0 
Indies. 
Oriental Trade & Transport Co., Ltd Canada__ 100. 0 
Standard-Vacuum Transportation Co., Ltd England __. 70.0 
Pakistan Exploration Co Delaware 100. 0 
Petroleum Shipping Co., Ltd Panama 100. 0 
Societe D’Entreposage D’Hydrocarbures Standard-Vacuum | Madagascar 100. 0 
(Societe a Responsibilite Limited). 
Societe de Gestion Du Depot D’Hydrocarbures de Tam- wh 20. 0 
atave. 
Standard Benzol Co., Ltd Great Britain- 100. 0 
Standard Oil Company of South Africa (Proprietary), Ltd South Africa 100. 0 
Standard Senpaku Kabushiki Kaisha . Japan 100. 0 
Standard-Vaeuum Oil Co. (New Zealand), Ltd New Zealand ___- 100. 0 
Standard-Vacuum Refining Co. (Australia) (Proprietary), Ltd_| Australia___- 100. 0 
Standard-Vacuum Oil Co. (East Africa), Ltd- Kenya 100. 0 
Standard-Vacuum Refining Company of India, Ltd- India 100. 0 
Standard-Vacuum Refining Company of South Africa (Pro- | South Africa 100. 0 
prietary), Ltd. 
Tao Nenryo Kogyo Kabushiki Kaisha Japan. 55. 0 
Vacuum Oil Company of South Africa (Proprietary), Ltd South Africa 100. 0 
Vacuum Oil Co. Proprietary, Ltd. Australia 100. 0 
Australasian Petroleum Co. Proprietary, Ltd do 44.9 
Frome-Broken Hill Co. Proprietary, Ltd do 33. 3 
Frome-Lakes Proprietary, Ltd Meine 52. 0 
Frome-Austral Proprietary, Ltd ...do 100. 0 
Island Exploration Co. Proprietary, Ltd -do__. 44.7 
Stanic-Industria Petrolifera-S. P. A Italy 50. 0 
Svenska Esso Aktiebolag Sweden 100. 0 
Esso Rederi Aktiebolag do 99.8 
Trans-Arabian Pipe Line Co Delaware 30. 0 
United Petroleum Securities Corp do 77. 50 
Esso Standard Societe Anonyme Francaise France 81. 54 
Comptoir Auxiliaire du Petrole, 8. A do 16. 22 
Comptoir Sarrois Auxiliaire du Petroles, S. A. R. L Saar F 18. 57 
Pepots de Petrole Cotiers, S. A. R. L France 24. 20 
Pipe Lines de la Pallice S. A. R. L- do 25. 0 
Raffinerie du Midi S. A. R. L do___. 33. 3 
Societe Agricole de Fort Lajard- | do__._- 43.3 
Societe des Transports Petroliers par Pipe Line, S. A. do 8. 47 
‘*Trapil.”’ 
Societe du Caoutchoue Butyl (Socabu) do-_. 22. 29 
Societe pour le Ramassage et la Regeneration des Huiles do 16. 4 
Usagees. 
Societe Esso de Recherches et d’Exploitation Petrolieres- do-- SY. 0 
Esso Rep 
Societe Havraise de Manutention de Produits Petroliers do. 16.8 
S. A. 
Societe Civile d’Etudes du Pipe-Line de la Mediterranee do-_- 9. 09 
au Rhin (Sopimer) 
Standard-Kuhlimann, 8. A do... 50. 0 
Stansid, 8. A do 50. 0 


The CHarrmMan. Mr. Mack. 

Mr. Mack. Mr. Chairman. 

I notice in your supplemental statement today you start in the 
year of 1951. I presume that you did that because those were the 
figures which were used yesterday ; is that correct ? 

Mr. Rarnpone. Yes. 

Mr. Mack. I noticed the profits percentagewise on your net worth, 
starting in 1951, dropped off in 1954—e ould that have been affected 
by the termination of the Korean emergency ¢ 
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Mr. Rarueone. The dropoff in 1954, Mr. Mack, was because, as you 
will recall, there was a fairly substantial business recession in the year 
1954 and a thing of that type affects the oil industry just as much 
as any other business. 

Mr. Mack. Your net profit was about the same? 

Mr. Ratupone. Yes. 

Mr. Mack. Your net worth increased during that time. 

Mr. Rarueone. The net profit was pretty closely the same. It had 
gone up only $4 million in that year. 

Mr. Mack. Then you had an increase of $124 million in 1955 over 
1954? 

Mr. Ratrueone. Yes. 

Mr. Mack. I think that you have estimated that you will have an- 
other $100 million in 1956? 

Mr. Ratusone. About $90 million. We are estimating around $800 
million for 1956. 

Mr. Mack. You will have another substantial increase because of 
the increase in price ? 

Mr. Ratupone. Yes, sir. 

Mr. Mack. I have understood that it is in the area of $100 million 
and if that is true, your profits for this year should be a billion dollars; 
is that correct ? 

Mr. Ratueone. If that materializes, which it does not promise to 
do, they ought to be in the neighborhood of about $900 million. 

Mr. Sprincer. How much? 

Mr. Ratusone. $900 million. 

Mr. Mack. I am assuming that the price has been the same since 
1953 and since you have had a hundred million increase each year 
since 1954, that you will have at least another hundred million normal 
profit at the same price for crude and the refined products. 

And with this increased price that will give you another hundred 
million profit, to bring it up to about a billion dollars. 

Mr. Rarneone. Yes, sir. But I would like to point out to you that 
during those same later years that you are referring to our capital 
investment program is running in the order of a billion and a quarter. 

So that $100 million increase on an additional investment of a bil- 
lion or a billion and a quarter, represents an added return of about 
10 or less percent. 

Mr. Mack. I am not arguing about the percentage at this point. 

Mr. Rarueone. I quite 

Mr. Mack. I am asking whether or not, in your opinion, the profit 
will be in the area of a billion dollars? 

Mr. Ratrueone. No, sir. 

As you said a moment ago, if the crude price and product price in- 
creases hold, which they are not doing now at all, our profit for 1957 
should be in the order of $900 million. That is what the figures show. 

I would like as long as you have raised the question, sir, to go into 
that matter about the estimate of this additional hundred million. 

Mr. Mack. I would be glad to give you that opportunity to do so. 

Mr. Sprincer. Would the gentleman yield? 

Mr. Mack. Just 1 minute. 

You say if the increases hold. 

Mr. Ratupone. Yes. 
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Mr. Mack. Are you indicating now that there is a possibility that 
85-cent increase will be eliminated by the industry, that they will 
return to the price they had before ? 

Mr. Raruszone. I am not certainly indicating that, because I hope 
that does not happen. What I said yesterday and what I would 
again say today is that the increases in product prices have not held 
generally throughout the entire territory where we raised prices. 

And I certainly cannot forecast whether they will continue to hold 
or whether they will not. 

All I can say is that in some areas, substantial areas, they have not 
held so far. 

In other products, in other areas, they have held quite firmly at the 
level that we raised to. 

Mr. Mack. I have read a statement that said in the past that prices 
have been rather firm when they have been increased. 

Mr. Ratrugone. No, sir. There is quite the contrary. We have a 
long history in the industry of the effects of competition on people 
when they have attempted to test out the market with a higher price. 

In many instances that has not proven to be a rule that competition 
would go along with. And in those cases the prices have fallen back. 

There is quite a history of that. 

Mr. Mack. Was that true in 1954? 

Mr. Ratuponr. 1954? 

Mr. Mack. I believe that is in 1954. 

Mr. Rarupsone. 1953—I think you may be referring to. 

Mr. Mack. The profits for 1954 failed to make the normal increase. 

Mr. Ratrueone. Of course, the profits in 1954 were affected, as I said 
a while ago, by the general business dropoff that we experienced in 
this country. 

Mr. Mack. The dropoff ? 

Mr. Ratneone. In volume; yes. 

Mr. Mack. Was it not a case of supply exceeding the demand? 

Mr. Ratrupone. There were wide areas of price defection in 1954 
in the product field ; yes, sir. 

Mr. Mack. There was no reduction in the price of crude, as I recall. 

Mr. Rarueone. Only in a few limited areas. 

Mr. Mack. If my memory serves me correctly, the overall market 
remained the same as it had after the increase in 1953—is that right? 

Mr. Ratusone. What happened in 1953 was that in June, I believe, 
there was a general increase in the price of crude oil of about 25 cents. 

Products generally went up to reflect that increase about the pro- 
portionate amount. And within a few months the product price 
structure moved backwards in a great many areas, so that the crude- 
price increase was not reflected in higher product prices generally. 

Mr. Mack. What I am trying to get at is that the crude price re- 
mained the same. 

Mr. Rarugone. Yes, sir. 

Mr. Mack. It was not reduced ? 

Mr. Ratupone. No. 

Mr. Mack. Does the gentleman from Illinois have a question ? 

Mr. Sprrncer. Just one question. This $900 million, is that before 
or after taxes? 

Mr. Ratueone. After taxes. 
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Mr. Srrincer. That is after taxes? 

Mr. Rarueone. Yes, sir. 

Mr. Sprtncer. Thank you. 

Mr. Mack. I share the concern of some of my colleagues about the 
means of establishing the price. And if we can get down to the last 
price increase, was that based on the limited supply or was it based 
on this very involved cost price ratio? 

Mr. Rarnvone. You are speaking now of the crude-oil price in- 
crease / 

Mr. Mack. Yes. 

Mr. Ratusone. The crude oil price increase which occurred in the 
early part of January was basically the result of two things. 

First, was the long-term cost justification in that there had been 
no increase in the price of crude oil for about 314 years and that the 
cost of finding and producing crude had gone up materially in that 
dV year period. 

It had gotten to the point, as I mentioned yesterday where there 
was very little doubt in the minds of a great many experience people 
in the oil industry that it had reached a level whether the cost of 
finding new oil supplies as compared to the price at which oil was 
being sold was completely inadequate to support for the future the 
proper exploratory efforts. 

And that is the situation which could only lead to a decline in the 
amount of oil, the reserves of oil, which would be available to our 
country. 

That is the long-term justification for it 

On the shorter term se it was the question of supply and de- 
mand, There was a very large demand for crude oil for the European 
market which was unsatisfied. And the Humble Co. who initiated this 
price increase on the 3d of January had exhausted every effort that 
they could make to find additional supplies of oil to meet the demand 
of the Jersey affiliates who were trying to get oil to ship to Europe. 
They had bought all of the oil they could buy from storage. 

They had encouraged other people who nominated for additional 
amounts of oil to be currently produced to do so, and told them that if 
they did they would buy the oil off of them. 

All of these things had failed to bring out the additional amounts 
of crude oil that were needed. And they felt that the last thing that 
they could think of that might encourage the availability of addi- 
tional crude supplies was a higher price. 

So they posted a higher price. 

Mr. Mack. If I understand you correctly, the increase in price was 
due to the limited supply. 

Mr. Rarupsone. They increased the price in an endeavor to make 
more supply available. 

Mr. Mack. That is essentially the same thing. 

Mr. Rarupone. The same thing, the same thing. 

Mr. Mack. In this instance, was there more oil available as the 
result of this price increase. 

Mr. Rarupone. Well, certainly, it is true that the production of 
crude oil in the territory that is tributary to the gulf coast for ship- 
ment either to Europe or coastwise has increased steadily for the last 
several months. 
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So there have been additional supplies of oil available each month. 
Mr. Mack. Including back before the price increase ¢ 
Mr. Ratupone. Well, there has been a new peak level of production 
set, I think, each month for the last 2 or 3 months. 

Mr. Mack. About the period since November—we are talking about 
that now. 

Mr. Rarueone. I would have to refer to the record to be sure. But 
I am quite positive that in January and February new peak produc- 
tion levels have been set. 

Mr. Mack. The increase in production started back prior to the time 
that the increase in price was established by Humble. But we move 
into January, and you establish another peak over that in December 
and November. 

Mr. Rarueone. Well, of course, the production generally moves up 
all of the time because of increasing total demand. 

Mr. Hesevton. Because of what? 

Mr. Rarupone. Because of the increasing total demand for crude 
oil. But I think that the fact that we have had peak production levels 

the last few months—if you would like, I have these figures available 
and would like to read them to you. 

Mr. Mack. They will be of interest to me. 

Mr. Ratrusone. This is total United States crude-oil production. 

In October it was 6,966,000 barrels per day. 

In November it was 7,139,000 setnrela per day. 

In December it was 7,374,000 barrels per day. 

In January it was 7,412,000 barrels per day. 

I do not know what what the figure, of course, will be for February 
yet, but it will be higher than the January figure. 

Mr. Mack. Yes. This seems to be evidence that total production 
increased before the increase in price. 

Mr. Rarusone. As you gentlemen know, the Texas Railroad Com- 
mission yesterday announced substantial further increase in the allow- 
able production in Texas which would add between 20,000 and 250,000 
barrels a day more production. 

Mr. Mack. That additional production would not be as the result of 
the price increase; would it? 

Mr. Rarusone. Well, I don’t think it is a direct result of it at all, 
no, sir; but I think that the very fact that we are getting higher pro- 
duction after the price has been raised is a combination of cireum- 
stances that we wanted to see happen. 

We wanted more production and we are getting more production. 

I think the Texas Railroad Commission’s reasons for raising the 
allowable are entirely based on the general principles which “they 
follow. 

Mr. Mack. I wanted to ask one other question. 

We have a surplus of gasoline. It would seem to me that the sur- 
plus would have a depressing effect, shouldn't this tend to decrease 
the price of gasoline. 

Mr. Ratrneone. Well, of course, I suppose you are referring to the 
crude-oil a 2 

Mr. Mack. No, I am talking about retail and wholesale prices. I 
am talking about the wholesale tank price quoted by your affiliates 
to service stations and various other outlets. 
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Mr. Ratneone. I might say this, sir, that in the first place, our 
evaluation of the gasoline stock situation is that it is not as much of a 
surplus as most people seem to feel. 

In terms of days’ supply related to current demand the present 
stocks of gasoline in the United States are no higher than they 
have been in many past years. 

So that it is not an abnormal or completely unusual stock position. 

Our total amount of gasoline needed in this country to keep the 
distribution system full goes up each year. And the amount of av: ail: 
able gasoline after you take out. the pipeline fill, you might say, has 
not increased this year over a number of previous years. 

So that I do not believe that the surplus is as much of a surplus 
as most people think. 

However, the very fact that a great many people do think there is 
a surplus who may not have looked at the figures as critically as I 
hope I have, is shown by the fact that there is still gasoline-price 
cutting in various areas. 

Part of that comes from the surplus idea, and part of it comes from 
this activity of dealers in the attempt to get more business away from 
competing dealers. 

Mr. Mack. Several people in the oil industry have indicated that 
there is a terrific surplus of gasoline in the country today, several 
people who testified before the committee—the Texas Railroad Com- 
mission witness the other day expressed some concern about it. 

I was wondering if this surplus actually exists would it not be 
difficult for you to increase your prices, the wholesale price of gasoline? 

Mr. Raruroner. Well, I think the best answer to that is that it 
has been impossible to raise the price the amounts that Esso Standard 
tried to raise in certain areas and make it hold, because of the fact that 
other people evaluated a lower price as being the one they were will- 
ing to sell at. 

I think you are quite right in your comment there. 

I would like to finish with my comment by saying that I am quite 
sure that the so-called surplus of gasoline in the United States today 
is in reality not so much of a surplus as many people have reported it. 

Mr. Mack. One of my colleagues here the other day mentioned 
about the increase in prices in Tlinois. 

Mr. Ratuponr. Yes. 

Mr. Mack. I think that the companies out there have been quite 
successful in increasing the prices. In that territory they have in- 
creased it not 1 cent but by 3 or 4 cents. Prior to this time they had 
gas wars in that area. 

I quite agree that they are not healthy for our economy, but almost 
at the same time that the price was increased the gas wars disappeared 
in our area and the oil companies increased the wholesale price for 
the entire area by a penny. 

Mr. Ratuegone. Of course, I cannot comment too closely about the 
situation in Illinois because none of our affiliated companies market 
out there except very recently we have a very minor activity there. 

But I think in general that the fact that a price increase is being 
attempted by one competitor would make another competitor at least 
look at his picture a little bit more closely right then and see whether 
a depressed price that might be in existence was really something one 
would want to continue. 
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I think that is a normal play of competitive activity. And he 
might decide to keep on with the depressed price and might decide 
not to. 

Mr. Mack. My point is that you justify the price increase in one 
area on the basis of limited supply but the prices are not decreased 
in an area of oversupply. 

The question of supply should affect both areas rather than just one. 

Mr. Rarngons. I would like to say this, sir, that I think that one 
of the things that is applicable in this particular situation is this con- 
cept that I am trying so hard to put before you gentlemen, and that 
is that there is a long-term justification and necessity for a higher 
price, not only for crude oil but for gasoline because the story on the 
refining side of the picture is as important as it is on the crude oil 
side of the picture. 

The refining industry has absorbed for the same 314 years 3 rounds 
of wage increases, constant increases in the price of steel, machinery, 
and everything else that goes into their operations. 

And that has been done without any increase whatever in the basic 
price of gasoline between 1953 and 1954 and 1956. In those 3 years 
the price in the major market has been exactly the same. 

Mr. Mack. L appreciate that. Your explanation is very interesting. 

I was particularly interested this morning to see what degree of 
influence the supply and demand has had on prices set by the oil com- 
panies at each level. I certainly appreciate your comments this 
morning. 

Mr. Chairman, I don’t think I have any further questions. 

The Cuatrman. Mr. Hale. 

Mr. Hate. Mr. Rathbone, I want to ask you 2 or 3 questions as to 
your company and then I want to ask some questions about Europe. 

For the record, will you explain what the Standard Oil Co. is— 
is it merely a holding company ? 

Mr. Ratrupone. Yes, sir. The Standard Oil Company of New Jer- 
sey is a holding company which ownis the stock, either 100 percent 
of the stock or a part of the stock, of some 225 or 230 oil companies 
scattered around the world. 

It. does not conduct any operations whatever of its own. Our func- 
tion is entirely that of a stockholder, a financial backer, and an adviser. 

Mr. Harr. You operate no refineries at all? 

Mr. Rarupone. No, sir, 

Mr. Harz. You do not own an oil well? 

Mr. Ratupone. No. 

Mr. Hare. You are not a wildcat explorer? 

Mr. Rarupone. No, sir. People in our company have, but that is 
not a function of our company now. And when they come to the 
holding company they cease to be operating executives. 

Mr. Hate. I take it a great many people do not realize that. 

Mr. Rarupone. I think you are right. 

Mr. Hare. But do you perform managerial functions for the 
affiliates ? 

Mr. Raruvone. No, sir. We perform no managerial functions 
whatever. 

Our two principal functions are those of a financial backer, I mean 
by that a banker, and an adviser. 
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Mr. Hate. It is unlike the holding companies that existed in the 
utility field 30 years ago / 

Mr. Ratupone. E ntirely dissimilar from that. 

Mr. Harz. You make no engineering charges or anything of that 
kind. 

Mr. Rarupone. We make charges for some services that we perform 
but they are valued very closely on the actual service. 

For example, we have a medical department in the parent company, 
in the holding company, which has some 7 or 8 doctors in it, as I 
recall it. 

These doctors are called out on trips to the field. They will go to 
Sumatra or they will go to South America or some place else to advise 
the local medical staff with respect to their medical program. 

Mr. Hate. Such as sanitation ? 

Mr. Ratrueone. Sanitation, industrial hygiene, and things of that 
kind. And the cost of those trips and the part of the time of those 
men is charged to the company where they go. But it is strictly on a 
service rendered basis. 

Mr. Hare. Do you have affiliates in the United States who do every- 
thing that an oil company can possibly do? 

Mr. Ratruponr. Yes, sir. 

Mr. Hate. They do everything from drill a well to refine and market 
and have filling stations, et cetera ? 

Mr. Rarupone. We have two affiliated companies in the United 
States that are what are called in the oil industry integrated com- 
panies, 

In other words, they explore for oil; we hope they find oil; they 
develop the oil they find; they refine the oil; and they market. the 
product. 

Mr. Hare. And similarly, you have affiliates in Venezuela? 

Mr. Ratupsone. We have affiliates in many parts of the world that 
do the same thing. 

Mr. Hate. And you have affiliates looking for oil all over the world ? 

Mr. Rarupone. That is correct; yes, sir; except behind the Iron 
Curtain. 

Mr. Hate. You don’t have any behind the Iron Curtain ? 

Mr. Rarupone, I do not think we would want to if we could right 
now. 

Mr. Hare. That clears up what I wanted to know about your method 
of doing business. Going back to Europe, every day there is a lot of 
comment about when the Suez Canal is reopened, but I haven't read 
very much about the interrupted pipelines. 

Is there anything you can say about the resumption of service there? 

Mr. Rarnpone. There isn’t anything I can say that is very en- 
couraging. The Iraq Petroleum Co. has made representations to the 
Syrian Government, and finally succeeded in getting an inspection 
party into the destroyed pump stations. 

They estimate that the line can be bypassed around those destroyed 
pump stations and that the flow of oil resumed at about 40 pere ent of 

capacity with no more than a week or 10 days work. 

They have asked the Syrian Government to permit them to do that 
and that permission has so far been refused. 
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I have no knowledge as to when the Syrian Government may change 
its mind. 

Mr. Harr. That means, if I understand you, that the Syrian Gov- 
ernment has in effect the veto power on any operation of that pipeline. 

Mr. Rarnpone, That is true—that is right. 

Mr. Hate. So we have just got to wait until Syria feels amiable, is 
that right ? 

Mr. Rarupone. That is right. 

Mr. Hare. That is not the only pipeline involved ? 

Mr. Rarueone. That. is the only one that has been interrupted. 
The tapline which is the Trans-Arabian pipeline running from Saudi 
Arabia to the eastern Mediterranean area passes through “the countries 
of Jordan and Syria and Lebanon. 

Mr. Haxe. Is that the one that has an outlet into Lebanon / 

Mr. Rarusone. Into Sidon. That line is still operating at full 
capacity. In fact, it is a little bit above the normal capacity that we 
thought it could produce, straining as much as it can. 

There was a considerable period of time when the output from that 
line could not be shipped to British or French destination by Govern- 
ment edict. But that line is still functioning full capacity. 

Those are the only two lines across the Arabian Penninsula. 

Mr. Hae. Those are the only two lines? 

Mr. Rarupone. One is shut down and the other one is running. 

Mr. Havre. One you call atapline. What is the other? 

Mr. Rarusone. The tapline and the Iraq Petroleum Co. 

Mr. Have. Have you personally been in Europe since November ? 

Mr. Rarupone, Not since November, no, sir. 

Mr. Hae. You do not know of your own knowledge just what the 
situation is there ? 

Mr. Rarnpone. I do not know of my own knowledge, but I have 
talked with some of our directors who have been in Europe since 
then. 

And, in fact, they have gone over there for the specific purpose of 
appraising the situation there and have just returned. 

Mr. Hate. What troubles ms is that even operating at 80 percent 
means 20 percent cutback. I do not see how that can fail to 4 very 
detrimental to them, to employment, and general economic conditions 
in Europe? 

Mr. Raruprone. As I said yesterday, Mr. Hale, I am quite sure that 
that will happen if it is continued very long. It is impossible for any 
economy, European or ours or any ‘other one, to operate with the 
shortage of 20 percent of its fuel requirements on anything except a 
distress basis. 

And if the European economy is not able to get more than 80 per- 
cent of its fuel requirements before too long there will be distress and 
important impingement upon the economies of Europe and produc- 
tivity on the Continent. 

Mr. Hare. In your statement you say 80 percent operations for the 
first quarter of 1957. 

You presume, you hope it will be better in the second quarter? 

Mr. Rarunone. Yes, indeed. As I said yesterday, we have made 
some private estimates which are based on our own guesses with re- 



































































314 PETROLEUM SURVEY 


spect to some of these factors that I outlined that would have an effect 
on that. 

And we had the feeling that we definitely would get well above 80 
percent starting in the second quarter, maybe even in the latter part 
of March. 

Mr. Hate. And that would be true even without anything going 
through the Suez? 

Mr. Ratueone. Yes; for the early part of it, that is correct. 

Mr. Harz. Even without the Suez you think you can build up con- 
siderably above what you are now? 

Mr. Rarueoner. I must say we counted on the Texas Railroad Com- 
mission raising the allowables some which they have now done. That, 
I think, is going to mean that our estimates will really materialize at 
the levels that we set them. 

Mr. Hatz. The New York Times this morning commenting on the 
testimony of Mr. Flemming, I think in the Senate committee yester- 
day, said that there should be 300,000 barrels more daily to Europe 
to oes Europe up to requirements. Will you comment on that? 

Mr. Rarusgone. I would think that if Europe would continue effec- 
tive gasoline rationing that something in the order of 300,000 barrels 
a day of more fuel products would put them in a reasonably satisfac- 
tory shape. 

Mr. Hate. Has the Texas Railroad Commission been approached 
within the last few days? 

Mr. Rarugone. Well, sir, the Texas Railroad Commission had a 
meeting yesterday and "raised the allowable rate of production in 
Texas by an amount which probably will run between two hundred 
and two hundred and fifty thousand barrels a day for March. 

Mr. Hate. With that increase of oil, are the tanker facilities avail- 
able to move it ? 

Mr. Ratruronr. What will happen there is that tankers will be 
diverted from the Persian Gulf, Western Europe runs, and put into 
the United States gulf-European runs. 

And each tanker that is taken out of the Persian Gulf run will carry 
twice as many barrels from the United States gulf to Europe. 

So that you get a double effect. In other wor ds, if we have a barrel 
more of oil available in the United States gulf and we take a tanker 
that is carrying a barrel of Persian oil to ‘E urope we have a double 
effect. We get 2 barrels more into Europe. 

Mr. Hate. Thank you very much. 

The Cuarrman. Mr. Roberts. 

Mr. Roserts. I do not have any questions now. 

The Cuatrman. Mr. Heselton. 

Mr. Hesevron. I have your additional statement this morning with 
reference to this subject. I read it a few minutes ago. 

I have the January 1, 1957, issue of Forbes magazine as to the last 
annual report on American industry. At page 1 21, there is found an 
analysis of the oil industry. 

Mr. Rarneonr. I haven’t read the article, but I know the magazine, 

Mr. Hesevron. I ought to read this whole paragraph, starting with 
the sentence entitled “Tightrope”: 


But the Middle East, as Nasser amply demonstrated in 1956, is an area 
rigged with political and economic booby traps. 
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One of the roughtest jobs facing an oilman in this situation is to walk the 
tightrope between too much risk and too little crude. A shrewd oilman, then, 
will copper his bets. 

I do not know what they mean by that “copper.” 

Then this sentence which in justice I think ought to be in our record: 

The shrewdest of them all, Eugene Holman, 61, chairman of mammoth (gross 
property $6.6 billion), Standard Oil Company of New Jersey, has coppered his 
exceedingly well. 

I think that complimentary reference—I would consider it compli- 
mentary—should be in our record. 

I see that it states: 

Between 1949 and 1955, Holman spent a total of $3.4 billion for replacement 
and expansion. For every dollar spent, Jersey added 23.4 cents a year to its 
eash income. At this rate, it got its money back in just 4.3 years. 

I wonde rif vou could enlichten me on what is meant by getting your 
company’s money back in 4.3 years / 

Mr. Raruzone. I am afraid that I would have to see a little more of 
the article,sir. I do not know whether he is referring to total Jersey— 
all operations—or talking about the Middle East investment. 

Mr. Heseuron. I do not know and I do not think it is quite fair to 
go into that. I might add that probably I should have read the first 
sentence : 


An examination of Jersey’s property and plant outlays shows the extent of its 
success. 


In other words, with the suggestion that Jersey got its money back 
in 4.3 years, together with the various charts that appear, as to earn- 
ing power, profits, and plowback, and so forth, in almost every in- 


stance Standard Oil of New Jersey appears to be really, I take it, one 
of the major integrated companies. It all indicates that Sts indard of 
New Jersey has been the outstanding individual unit in our oil in- 
dustry, both domestically and overseas. 

What concerns me was the suggestion made by Mr. Mack as to 
these figures that you gave us consolidated net earnings of Jersey 
and affiliates, the gross investment and then particularly, the per- 
centages, and dropping to 15.8 in 1955. 

Of course, there is no figure for 1956 yet. Do vou see what puzzles 
me about that? 

Mr. Raruprone. Yes, sir; I do. 

Mr. Hesertron. About this table? 

Mr. Rarupone. I do. But I think that I really should say this, 
that I think when a company invests a billion dollars in capital to 
produce more goods and to perform more services for customers, it is 
bound to be expected that the earnings of that company in total dol- 
lars will go up after that investment, because if they do not, it has 
invested that capital for either an inadequate return or no return. 

And as long as any American company continues to invest capital 
year after year to meet the demands for more products, the total dollar 
volume of its net profits is going to go up year after year. 

If it does not the company is in an unhealthy financial position. 

Mr. Hesevron. Have you finished with that answer ? 

Mr. Rarupone. Yes, sir. 
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Mr. Hesevron. Is it going to reflect itself in terms of that tabula- 
tion which I called to your attention in U. 8S. News & World Report 
yesterday showing earnings after taxes per sales dollar, in oil refin- 
ing—whatever that m: Ly be—of 11.2 cents in 1947 and a drop of only 
four-tenths of a cent to 10.8 cents during what is now 9 months of 
1956 ¢ 

Mr. Rarusone. Well, as I told you yesterday, sir, I haven't read 
that article. So I will have to speak a little bit in the dark about it. 
I would say that the level of return on the sales dollar is a function 
almost entirely of the type of business. 

For example, a large department store, as I understand it, will 
make a return on its sales dollar of about 2 pere ent. 

If we made a return on our sales dollar of 2 percent we would be 
out of business pretty soon. 

It. depends entirely on the amount of capital that is invested to 
produce the sales dollar and the amount of turnover of the output 
of the capital investment. 

So that the oil industry inherently is a type of industry that will 
show and must show a high return relatively on the sale dollar. 

For example, in the United States we have a capital investment 
per employee, for each employee that we have in the United States, 
our capital investment is over $65,000. 

I venture to say that the department store capital investment per 
employee is about $65, maybe. 

Mr. Hesrvron. I made that complimentary reference to you. I 
have no doubt that there may be something you want to add in view 
of the fact that I made reference to it. 

I am sure the chairman will be glad to have you make any com- 
ments if you think it will be helpful to put it in the record. 

I wanted to ask a few questions about a situation that has been 
touched upon briefly. 

As I said yesterday I did not have an opportunity to go over your 
statement before this committee but I did have an opportunity to 
read with interest your press release of February 13. 

Am I right in my hasty examination of the statement of yesterday 
in terms of the press release of February 13, that basically they cover 
much the same ground ¢ 

Mr. Rarupone. Oh, yes. 

Mr. Heseuron. One of the inquiries is this question of price in- 
crease. Calling your attention again to page 5 of your press release 
se February 13, where you said Jersey’ s domestic affiliates are buying 

rude oil : ind to get the oil they need they post the price they are 
caataed to pay for it. 

So when Humble Oil & Refining Co. came to the end of the oil it 
could deliver to gulf ports for European shipment from its own 
production and was unable—and I stress that—unable to buy addi- 
tional oil, it concluded that to offer to pay a higher price was the 
only remaining way by which the needed additional crude supplies 
could be secured. So Humble posted a higher price. 

Another thing that I noted in Forbes was this sentence : 





Crude rich Humble, for example, earned 15.9 percent on stockholder invest- 
ment. 
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I suppose that refers to the fact that Humble has substantial re- 
serves in the ground of oil. 

Mr. Rarneone. The phrase 

Mr. Hesevron. Is that true? 

Mr. Rarusonr. The phrase is crude rich. 

Mr. Hesevton. Yes. 

Does it hold one of the best positions in terms of reserves in the 
country / 

Mr. Rarupone. I can’t say specifically that it has the best but I 
can definitely say that Humble has a very substantial reserve of crude 
oil under ground in the United States and I think it is one of the 
largest reserves in the country. 

Mr. Heseuron. H: aving that substantial reserve, could you tell me 
a bit more about the phrase you used, when it came to the end of the 
oil it could deliver at gulf ports. 

Mr. Rarnpone. Yes, sir. 

Mr. Hesevron. Very well. 

Mr. Rarupone. The situation, as I got it from my contact with my 
friends and associates in the Humble company, was this—that when 
this demand for additional oil for Europe arose they were asked by 
other companies affiliated with the Jersey company who were the 
ones who shipped oil to Europe, to make available additional supplies 
of crude oil in the amount of some 8 to 9 million barrels a month, as 
I recall the figure. 

They proceeded to try to buy crude oil from others to the maximum 
extent that they could and did make large purchases of crude oil 
which was above ground in storage from other companies, 

Mr. Hesevtron. Could I interrupt to ask you a question 4 

Mr. Rarupone. Yes. 

Mr. Hesevron. Was that in Texas to your knowledge or was it 
in other parts of the country. 

Mr. Rarurone. It was partly in Texas and partly in other States 
where they effectuated exchanges—I think where they made available 
crude in some other States, some other affiliate made crude available in 
other States and in turn Humble got some from Texas. 
jut it was crude that was already produced and in tankage above 
ground. 

Mr. Hesevron. In inventory ¢ 

Mr. Rarnpone. Yes, sir. 

Mr. Hesevron. Then, of course, they drew down their own stocks. 
They went still further and made represent: itions to the State regula- 
tory bodies for higher production rates ? 

Mr. Rarusonr. I assume you understand that the rate of produc- 
tion of the Humble Oil Co. from any given oil field in Texas can be 
no higher than the amount of production that they are allowed to 
make from that oilfield by the State regulatory body. 

So that even though they had this reserve that you have mentioned 
and underground, they could not produce it unless the State 1 ‘egulatory 
body permitted it. 

So they made very, very firm recommendations, representations to 


the State regulatory body, in November and in December, both months. 
for higher allowable production. 
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They also went to other buyers of crude who would similarly make 
nominations to the railroad commission for a higher production rate, 
and told them that if they would make nominations for higher pro- 
duction, and if they did not have a need for the crude themselves, 
that the Humble Oil Co. would buy the crude from these other crude 
buyers. 

Mr. Heserron. This is all before the price rise / 

Mr. Rarunone. Yes. This is all before the price rise. And, well, 
they simply exhausted all of these methods of getting more crude. 

Mr. Heseron. That is getting down to brass tacks. In the first 
place, were they able to prevail upon the regulatory commission to 
increase the allowables they asked ? 

Mr. Rarusone. They were not able to prevail on them to increase 
the allowables to the extent that they had asked for; no, sir. 

Mr. Hesevron. Were they able to obtain any additional supplies 
from these others with whom they attempted to make contacts ? 

Mr. Raruponr. They were able to encourage some of the other 
crude oil buyers to make nominations to the railroad commission for 
higher allowables, but I do not believe they were able to buy any more 
from them because, as I just said, the allowables were not raised that 
much. 

Mr. Heseiron. That goes to this point on page 8 of your statement: 

Our affiliates estimate for January that about 200,000 barrels of additional 
crude oil could have been imade available for shipment to Europe with existing 
inland transportation facilities and requested that allowable production be in- 
creased by that amount. 

And similar requests for increased allowable production were made in Feb- 
Truary. 

I take it that hinges on what you just said, the efforts they made 
to increase their production. 

Mr. Ratueone. Yes. 

Mr. Heseuron. Was it a fact that it was not the inability to pur- 
chase crude but the inability to actually obtain this crude from sources 
from whom they ordinarily would obtain it that limited their power 
to increase their supply? 

Mr. Rarnvone. Well, it was both. It was both, because they cur- 
rently purchased from other producers of crude oil. 

Mr. Heseiron. Mr. Rathbone, maybe [ misunderstood. I do not 
have the figures. 

You refer to a crude rate—the ‘y refer—and you say it is true, that 
Humble, if they had been able to obtain the nominations that they 
asked for, or they requested, would have been able to provide the sup- 
plies they could transport with their existing fac iNities without a 
price increase. Is that right? 

Mr. Rarusonr. Well, of course, I think as I said yesterday, the 
question of a price increase really has two factors involved in con- 
nection with it. 

One is the longer range cost justification. The other is the shorter 
term supply and demand problem. 

As I mentioned yesterday, Mr. Heselton, I feel very confident in my 
own mind that had there heen no Suez crisis, there would have been 
a crude price increase in the year 1957 at some time. 
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Mr. Hesevron. But you will not venture to say that it would have 
come had it not been for the Suez incident? 

Mr. Rarnponr. I think that it would have come in the year 1957 
without the Suez crisis had something to do with the timing of it. 

Mr. Hersevron, Exactly. And it came in January because of the 
Suez crisis, didn’t it? 

Mr. Rarnsonr. Well, as Is ‘, that had something to do with it. 
That was not certainly the sole fn utor. That had something to do with 
the timing of it. 

Mr. Hesevron. Well, this may not be a fair question to you and if 
it is not, I will withdraw it. 

How is the timing of the price increase determined in the oil 
industry ¢ 

Mr. Rarnvone. Well, I spent some time yesterday giving you my 
views on why the price increase hadn’t come before January-— 

Mr. Hesevron. I know you did. 

Mr. Raruvone. January 3d. 

Mr. Hesevron. I am talking now about who determined the timing, 
I mean in terms of when, and who determined how much. 

Mr. Rarnnone. Well, of course, in any price change, whether it be 
upward or downw ward, some one person has to make the deci ision, first 
that he is going to try to go up or down in the price. 

Mr. Hesevron. That is right. 

Mr. Rarnsone. The question as to who makes that first attempt 
is entirely a matter of the individual thinking of the individual 
companies. It happens that at one particular time that the impact 
of various factors that relate to a price increase or a price decrease 
may be more severe on one company than another. 

It may happen that one company’s appraisal of the overall situation 
in the industry at one particular time may be different from the ap- 
praisal of other companies. 

But in all cases, some one company must make the first move. 

Mr. Hesrvron. I have in mind, and I don’t want to go too long, 
because other members have questions they want to ask—I would like 
to confine myself to that. 

I have in mind Mr. Wolverton’s question yesterday, or his observa- 
tion in general, as I recall it, that it always seemed to him, and he 
has been in this picture a good while longer than I have, that there 
was some leader and that leader was expected—maybe I should not 
say expected—but went ahead and then everyone else followed. 

T have in mind that back in—what was it, 1953—-Phillips was the one 
which first posted the price increase. 

Mr. Ratupone. Yes. 

Mr. Hesetron. This time it happens to have been Humble. Am I 
to understand that nobody else in the entire oil industry discusses the 
possibility of increase in terms of timing, in terms of amount, with 
the person who actually makes the decision as you have indicated 
that there should be an increase at such and such a time? 

Mr. Ratrupone. I can assure you very completely that as far as my 
knowledge is concerned, and my actions are concerned, that I have 
never discussed the question of a price increase with a competitive 
company to try to decide on things of the type that you are talking 
about. 
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The only discussion that I have ever made of any price question 
has been in the form of a public forum such as a speech or an appear- 
ance before Congress. 

Mr. Hesetron. I would expect that would certainly be true of you, 
Mr. Rathbone. But you do not suggest, do you, that this decision, 
this posting of price increase, comes out of a sort of vacuum ? 

Someone some day sits down and decides that such and such a thing 
should happen. 

Mr. Ratrupone. No, sir. 

Mr. Hesevron. An increase. 

Mr. Rarupone. No, sir. I wish I could get this thought across, 
because it is one that is certainly 

Mr. Heseiron. I am sorry, I didn’t catch that. 

Mr. Rarueone. I just wish I could get my feelings and my thinking 
across on this subject. This question of pricing in the oil business is 
one that is very, very much, I think, misunderstood by very, very 
many people. 

And the situation is just as I have described it a while ago, that 
with respect to a price increase or a price decrease, somebody always 
has to be the first one. 

Mr. Hesevron. Yes. 

Mr. Rarusonr. Unless vou have a collusive agreement where every- 
body agrees that we will do it all at the same time and that does not 
exist. 

Mr. Heserton. I realize that. 

Mr. Rarusone. So that one person always has to lead off. Why 
one leads off, at one particular time, instead of one other, is purely 
and simply a distillation or composition of the various factors that 
have to go through people’s minds, to think about a price increase. 

What is the cost picture—what is the competitive picture-—the 
stock picture—what are the long- and short-term factors ? 

We think of those things. We study them all of the time, because 
pricing is life and death to our industry as it is to every other industry. 

Mr. Heserton. One of the important factors in times we generally 

call inflationary is the inflationary impact of such price increase. 

Mr. Rarupone. That is correct. I would like to assure you, sir, 
that we gave that very serious consideration with respect to this prod- 
uct price increase. 

Mr. HesE.Ton. Subsequent to the Humble posting, before you in- 
creased your prices? 

Mr. Raripone. Subsequent to the Humble increase in crude oil 
when the Esso Standard was considering the price increase on 
products. 

Mr. Heserron. There has been some testimony before the com- 
mittee, I understand, as to what the increase, if it continues for a 
year and is not lifted or dropped, would mean in terms of the general 
economy. 

Has there been any study made by anyone as to what the impact on 
the general overall economy of the country would be? 
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Mr. Rarneone. No,sir. I can’t give you any figure on that because 
I do not have it. I don’t know that anyone has done that. We have 
not. 
Mr. Hesevron. Let us take the estimated production of crude in 
1956. 

Mr. Rarnpone. Yes. 

Mr. Hesevron. What is that? 

Mr. Rarueone. That was in the neighborhood of 7,400,000 barrels a 
day, I believe. 

Mr. Hrseitron. And if the price was increased a quarter of a dollar, 
it is a mere matter of mathematics as to what that cost would be. 

Mr. Raruzone. That would be about $1,850,000 a day. 

Mr. Hesevron. $1,850,000 a day. 

Mr. Rarueone. Yes. 

Mr. Hesexron. If that was passed on, in a relative sense in terms of 
»sroduction, every user of the products would have that figured into 
fils cost of doing business and cost of living ? 

Mr. Rarupone. That is correct. 

Mr. Hesevron. Would it be roughly fair to say that that probably 
would be no less than $1,500,000 a day ? 

Mr. Rarneone. I would think that was a fair guess, yes, sir. 

Mr. Hesetron. That is all. 

May Lask Mr. Rathbone if he will do one thing? 

You made reference to the price of gasoline somewhere in your 
statement and emphasized it. 

It is on page 6 of your press release. You point out that the average 
price in regular grade gasoline in 50 major cities was 21.6 in 1954; 
the same, 21.6 in 1956. Then you give some figures of the added 
Federal-State taxes. 

In our hearings in July of 1953, some data was gathered by the Texas 
Co. running back to 1919, the service station prices excluding the tax, 
and carrying on up through the first 3 months of 1953, January, 
February, and March. 

I do not know that that has been brought to your attention, but I 
think that is a very good tabulation, and that sort of tabulation in 
terms of what you have given here might be useful. 

Could you bring that up to date? 

Mr. Rarueone. Yes, sir. 

Mr. Heserron. I will furnish that to you. 

May I ask whatever Mr. Rathbone furnishes be included at this 
point in the record ? 

The CuatrmMan. Yes, it may be included. 

Mr. Rarnponr. You would like to have that record brought up to 
date in the same way that it is shown there? 

Mr. Hesevron. If you can. 

Mr. Rarugone. Yes. We can do that. 











322 PETROLEUM SURVEY 


(The information requested follows :) 


Average price of Housebrand gasoline in 50 representative cities in the United 
States on first of the month * 


[Cents per — 


| Service | Fe deral, 





| | 

| Service | Service | Federal, | Service 

station State station | station | State | station 

Period Price and price Period | price | and | _ price 
(exclud- local | (includ- | (exelud- | local | (includ- 

ing tax) taxes | ing tax) | ing tax) | taxes | ing tax) 
Shtehbcsbetebicstedbeereaeaa sania htcineeetinitiaits en hasan fe 
1919.....- ‘ 25. 41 0. 06 25. 47 1939... 5. 44 18, 75 
1920... ; : 29. 74 .09 29. 83 1940... 5. 66 | 18. 41 
Pe ecikcanais d 26. 11 . 20 26. 31 1941__ 4 5. 93 19. 23 
1922... . ‘ 24, 82 .38 25. 20 1942... 5, 97 20. 43 
1923__. 21. 06 91 21.97 || 1943_. | 5.97 | 20. 53 
1924 __- : 19. 46 1, 48 20. 94 1944_...__- pabl 9 | 5. 97 20. 59 
a ee 20. 09 2. 11 22. 20 1945__ 6. 02 | 20. 50 
1926__.___- $RY)2 20. 97 | 2.41 23.38 || 1946........-.-.----| 6.08 | 20.77 
1927_. ee SH 18. 28 2.81 PhO) PORT so as etal 6.18 | 23. 11 
1928__. : 17.90 3.04 20.94 || 1948___. | 6. 34 | 25. 88 
1929__. ct (Se 3. 50 21. 42 || 1949... 6. 52 | 26. 79 
1930____. > ol 16. 16 19. 95 1950__. 6. 68 26. 76 
BE an otis ee 12. 98 16.98 |} 1951..... pe os or | 6. 84 27.15 
ee 13. 30 | 17,93 || 1952...... ee 7. 32 | 27. 56 
1933__._- ey 12. 41 | 17.82 || 1953_._- | 7.40 28. 68 
1934__. 13. 64 | 18.85 || 1954........ 7.48 29. 04 
1935_..__- 13. 55 18.84 || 1955__.__- 7. 65 29. 07 
Sieh dha note 14.10 5.35 | 19.45 || 1956_. é: 8.33 29. 93 
SOE db aces ee 14. 59 5. 40 19.99 || Jan. 1957_.__- 8. 87 | 30. 36 

1938__ = 14. 07 5 


5. 44 19. 51 
} | 


! Since July 1956, 50 cities gasoline prices were discontinued and Platt’s oilgram, 54 cities, data substituted. 
This has little or no effect on data comparability as the same areas are cove ‘ed in both series. 

2 Excludes OPA compensatory charges paid to defense supplies corporation, or its predecessor, to cover 
excess transportation costs as follows: 1942, 0.496 cent; 1943, 0.444 cent; 1944, 0.427 cent; 1945, 0.261 cent. 


The Crairman. Is there anything further? 

Mr. Heserron. Not at this time. 

Mr. Mourper. Mr. Rathbone, on page 3, last paragraph of your 
statement and over to page 4, you state that one of the generally 
accepted methods of expressing a company’s earnings is to relate the 
net profits to the net worth of the company. 

That is a very persuasive argument if that is used as to appraisal of 
manufacturing companies. Is the same method of appraisal used? 

Mr. Ratupone. So far as I know it is. Of course, there are small 
variations in various types of industries and businesses. 

Mr. Moutper. Is it a speculative evaluation, say, of oil reserves than 
a precise evaluation of a manufacturing concern. 

Mr. Rarusone. We do not carry in oil company balance sheets any 
speculation on the amount of oil we may have in the future. 

Mr. Moutper. Did the sudden demand created by the Suez Canal 
crisis have anything to do with the cost of operation and production 
of oi] 

Mr. Rarueone. In the United States? 

Mr. Mouper. Yes. 

Mr. Rarueone. I do not think that as of today that the Suez crisis 
has had any impact on the cost of production in the United States; no. 

Mr. Fiynr. Will you yield? 

Mr. Moutper. Yes. 

Mr. Frynr. Mr. Rathbone, yesterday there was quite a bit of inter- 

rogation about the fact that gasoline usually sold for the same price on 
First Street as it does on Tenth Street in the same community. 
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Would you say that is also true with regard to a pound of sugar at 
a grocery store on First and Tenth Streets? 

‘Mr. Rarusone. I would think so. 

Mr. Fiynvr. And cigarettes in grocery and drug stores and filling 
stations—don’t they usually sell for about the same thing? 

Mr. Raruone. That is my experience. 

Mr. Fiynt. Did you ever see any noticeable variation in the prices 
of, say, a pack of chewi ing gum or two-ounce candy bar ? 

Mr. Rarupone. No, sir. 

Mr. Frynr. Is it true, in your opinion, that gasoline is one of these 
widely demanded commodities in which the price is going to be sub- 
stantially the same at all retail outlets? 

Mr. Rarunone. Yes, sir. I would like to say this: That I think that 
the purchase of gasoline is so easy, in other words, there are so many 
filling stations and the buyer of gasoline has his market basket hooked 
on the end of his car, so it is alw: ays with him. 

He has a flexibility of timing. He usually can buy his gasoline 
today, tomorrow, or the next day. He hasa flexibility of area; in other 
words, in the car it is just as easy to buy gasoline on First Street as it is 
on Tenth Street if he happens to live on Tenth Street. 

So that the effect of these factors is that it is pretty nearly impossible 
for a filling station in any given area of reasonable size to not be 
competitive with the price of other people in the same area who are 
selling the same quality of gasoline. 

Mr. Frynr. And if Mr. A sells gas at 35 cents a gallon, for regular 
grade, and Mr. B across the street sells it for 31 cents, is Mr. A going 
to sell much gas? 

Mr. Ratneone. No, sir; I don’t think he will, unless he has got a lot 
better gas than we know how to make today. 

Mr. Fiynv. Also, so far as differences in prices of the retail product 
at the retail outlet is concerned, this morning on the way in I saw two 

gasoline pumps side by side, one selling gasoline at 31 and the other 
at 37. Thad a choice there that I could make. 

But if I had gone across the street in all probability I would have 
found the same thing true there, and thir Oeadtioee the community, just 
as I would have found if I were to buy cigarettes or candy bars. 

Mr. Rarnrone. There is, of course, sir, a good deal of consumer 
preference for certain brands. For ex: imple, premium grades of gaso- 
line are always sold or almost always sold at a premium over so- called 
regular grade because there are a number of buyers who either actually 
have cars that need that to perform properly or think they have. 
The result is that we sell something like 35 or 36 percent of the total 
gasoline sold as premium grade gasoline at differentials in price run- 
ning up to about 3 cents a gallon. 

So far as the regular gr: ades are concerned, branded products, where 
the buyer has confidene e that the supplying or the manufacturing 
company is going to turn out a good quality of gasoline, almost 
invariably the prices of those gasolines are the same in a given area 
because if they are not, the one that has the higher price simply does 
not sell very much gasoline. 

Mr. Fiynvr. Thank you. 

Mr. Movurprer. That is all. 

The CHarrman. Mr. Beamer. 
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Mr. Beamer. Mr. Chairman, I just want to make one statement, if ] 
may, and one question. 

I heard some very complimentary remarks about your testimony 
and the statement you have made. Jam very sorry that I was unable 
to be here and to hear all of it. 

In reading it it interested me very much. I presume this has been 
touched upon not only by you but by others, referring to the increased 
cost and specifically to the investment. 

1 understand that it is 65,000— 

Mr. Rarineone. That is my recollection of the figure: yes, sir. 

Mr. Dreamer. Has this sum been increasing from year to year? 

Mr. Rarupone. Yes; very, very materially. 

Mr. Beamer. In other words, you could state the inflationary trend 
has been quite a concern and a proble m in your industry ? 

Mr. Rarurone. Yes, sir; that is right. We are as much opposed to 
inflation as anyone else. And as I said yesterday, I think anytime 
that price increases occur that do not serve the purpose of improving 
productivity or adding to our supply of raw materials and goods and 
services that we need, it is an inflationary price rise and something 
that should be deplored. 

In this particular case, I feel very confident that if we continued 
in the oil business without a higher price for crude oil, we would not 
have the supply of crude oil in : this country that we need to have in 
order to keep our economy going. 

So that while I feel sure that many people think of this in terms 
of being an inflationary move at the present time my own concept of 
it is that it is definitely a protection against more inflation or higher 
prices for the longer pull. 

Mr. Beamer. It is like putting the cart in front of the horse or the 
horse in front of the cart. 

Mr. Ratueone. It is hard to decide. I have some ideas on that but 
I think it is a very debatable question. 

Mr. Beamer. I am wondering if we keep on increasing the price of 
gasoline to the consumer on whichever street he lives, is that the result 
or cause of inflation and of this inflationary trend that has been 
bothering us? 

Mr. Ratueone. As I have tried to say, Mr. Beamer, the price of 
gasoline has not gone up for 314 years. And during that period of 
time we have had cost increases of all kinds in the manufacture of 
gasoline. Those have been absorbed by the refineries. 

Mr. Beamer. By efficiencies ? 

Mr. Rarneone. Largely, almost entirely by very large capital in- 
vestments that have led to improved efficiency of operation, improved 
yields, ability of the individual worker to perform more output than 
he did before. 

Mr. Beamer. Mr. Chairman, I think that is all of the questioning I 
want at this time. I want to compliment Mr. Rathbone. 

The Cuatrman. Mr. Dollinger. 

Mr. Dorturmeer. On page 2 of your statement of this morning, I 
would like a little clarification. 

You stress the gross investment from 1951 to 1955. And you show 
a gross investment in 1951 of $4,500,000,000. In 1952, it is $4,980,- 
000.000. 
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Do you mean by that, I suppose, that there was an increase in that 
year’s period of $480 million ? 

Mr. Ratupone. Yes, sir. 

Mr. Doxurneer. Is that correct ! 

Mr. Rarupone. Yes. 

Mr. Dotxincer. That goes right down to 1955. Each figure for 
the following year shows an increase in the amount over the previous 
year ’s investment. 

I would like to know whether the figures of the increase, the differ- 
ential between the years, whether that is additional capital that was 
put in or does that represent gross earnings of the company which may 
have gone into investments and the balance of it m: 1y have gone for 
net profits. 

Mr. Ratrneone This represents the difference in your gross invest- 
ment—represents the added amount to your capital account each year. 

Mr. DotirNcer. I understand. But did that come from additional 
investment or does that represent net profits or earnings of the com- 
pany ¢ 

Mr. Rarneonr. Of that additional amount added to capital account 
each year we have plowed back into that sum roughly half of our total 
net earnings each year for quite a number of years. 

And in addition to that, we have borrowed money from b: inks and 
other financial institutions, and that has represented a part of this 
growt h. 
~ We have not added—we have not issued additional equity capital for 
a few year's now. 

Mr. Doturneer. I'd like to know then, page 1, which shows net 
earnings for the years from 1951 to 1955, Eine the year 1955, you 
have a net earning of $709 million—had you not ‘put back into invest- 
ment in 1955, can you tell me what your figures for earnings would 
have been in 1955? 

Mr. Rarurone. This earning figure is the figure of net earnings 
after taxes. And of that $709 million, we plowed back into the capi- 
tal account roughly half. 

Mr. Dotiincer. In other words, the figures on page 1 represent 
the complete net earnings and a part of that may have gone to stock- 
holders. 

Mr. Rarnponr. As I say, roughly half goes to stockholders in divi- 
dends, about half is plowed back, 

Mr. Dotrincer. That is what I wanted to get. I did not get the 
import of it. I thought it might have been part earnings and the 
balance otherwise. 

Mr. Rarusone. No. 

Mr. Dotiincer. That is all. 

The CHarrman. Mr. Springer. 

Mr. Sprincer. Two points I want to cover: 

Going to page 3, paragraph 2, line 4, I would like to talk about 
United States operating affiliates. 

Now go to paragraph 3. In 1951 the net profits after income taxes 
for those companies was $246 million. 

$v 1955 the profits had declined to $237 million. 

Will you now refer to page 2, under Gross Investments? You have 

an investment of $4,518,000,000 in 1951. 
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Will you tell me whether or not that investment includes your 
overseas investment ? 

Mr. Ratrupone. Yes, sir; it does. 

Mr. Sprincer. Does your 1955 gross investment of $6,622,000,000 
include your overseas investment ? 

Mr. Rarupone. Yes, sir. 

Mr. SprRING ER. Can you tell me how much of your $6,622,000,000 
is in overseas investments today ! ¢ 

Mr. Rarnpone. I can give you that figure at the end of 1955. 

Mr. Springer. All right. 

Mr. Ratuesone. At the end of 1955—that is by functions—pardon 
me. 

L am sorry, Mr. Springer. I can’t give you that same figure. I 
can give you the distribution of net assets rather than gross. 

Mr. Springer. Give me it roughly. I don’t care for the exact 
figure. 

Mr. Rarurone. Suppose I give you the net assets and then I think 
we can assume that in most cases the gross assets would represent 
approximately the same. 

Mr. Sprincer. Give me the gross figure that you have in your own 
mind and give me gross assets. 

Mr. Rarueonr. The consolidated net assets in the United States 
at the end of 1955, were $3,054,000,000. 

Mr. Sprincer. That is gross? 

Mr. Ratnpone. This is net. 

Mr. Sprincer. It would not do me any good unless I have gross. 

Mr. Rarupone. I am sorry. As I said, I do not have the gross 
figures broken down ona geographical basis. 

“Mr. Sprincer. All I want to know is outside of the continental 
limits of the United States, that is all. 

Mr. Ratuponn. No, sir. I do not have those figures. I can get 
them. 

Mr. Sprincer. What percentage do you believe it will run? You 
are the president of the company. You have a pretty good idea how 
much of yours is outside and how much inside. 

Mr. Rarueonr. I think I will put it this way, I think of our net 
assets probably we have 25 to 30 percent 

Mr. Sprincer. Outside? 

Mr. Ratusone. Outside of the United States. Probably on a gross 
basis it is about double that. I mean it is about the same percentage. 

The gross figure will be about double the net. 

Mr. Sprincer. What was that figure doubling that ? 

Mr. Rarueone. I would guess 25 percent, but I would like to have 
the opportunity to check that. 

Mr. Springer. Rougnly that would be $1,750,000,000 outside, is that 
right ? 

Mr. Ratusonr. Yes, sir. 

Mr. Springer. That is gross, $1,750,000,000 is roughly your gross 
outside of the United States, 25 acme’ 

Mr. Ratupone. No. 

Mr. Sprincer. $6,622,000,000. 

Mr. Rarneone. It is pretty hard to answer your question without 
figures. You have asked me to guess and, as I say, I would guess that 
pr robably 2 25 percent of ours is. 
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Mr. Sprincer. One-fourth would be about $1 billion. 
Mr. Raruponr. One-fourth of that would be something over. 

Mr. Sprincer. One billion seven-hundred million. 

Mr. Ratuepone. Yes. 

Mr. Sprincer. Mr. Rathbone, I subtracted $246 million from your 
1951 figures of $540 million, as your net earnings for all of your opera- 
tions, and I get your overseas operation at $294 million. Am I right ? 

Mr. Rarueone. On the basis of that arithmetic, yes, sir. 

Mr. Sprincer. $294 million against an overseas investment of ap- 
proximately $1,750,000,000. That would be a net earnings on that 
then of in the miiebioes hood of one-seventh, of about 14 or ‘15 percent 
earnings on that. Is that right? Earnings of about 14 or 15 percent 
on your overseas investment. 

Mr. Rarupone. It does not sound right to be because I think it is 
higher than that. 

Mr. Sprincer. All right. Let us say $300 million. That would be 
more than that. It would be $300 million as against—it would be 
about 20 percent—it would be about 20 percent. 

Mr. Rarupone. That is closer. 

Mr. Sprincer. Now, let us come to your domestic operation. You 
have an investment in that of some $414 billion, don’t you? 

Mr. Rarupgonr. Yes. 

Mr. Sprrncer. Roughly. 

If we subtract these figures of $1,750,000,000 from $6,622,000,000, 
you have got about a $414 billion operation which you earned against 
some $237 million last year, didn’t you? That is on your domestic 
operation. 

Mr. Raruponr. Yes, sir. But I think it is not quite right to take 
the gross investment, sir, to figure your returns. 

Mr. Sprrncer. Let us just st: Ly with this question. 

Mr. Ratrurone. Al] right. 

Mr. Sprincer. What percent did you earn on the domestic invest- 
ment ? 

Mr. Rarusone. Well, do you have that 

Mr. Sprtncer. I don’t think you are a very good advocate of your 
position until that . explained. f 

Mr. Rarnrone. As I say, I think I see what you are trying to get 
at, sir, the return on ow: investment in the United States is much 
lower than our return on the investment otherwise. 

Mr. Sprtncer. How much lower? 

Mr. Raruronr. I do not have the figures available. As I said, I 
will be very glad to get them for you, “but I would think that they 
probably are in the order of no more than half or less. 

Mr. Sprincer. It is less than that. You are not earning certainly 
over 6 percent, are you? 

Mr. Rarupone. I think we are probably earning 6 or 8 percent. 

Mr. Sprincer. You make the statement on page 3 3 that your omen 
affiliates net profit as a percentage of net worth in 1951 was 15.9 and by 
1955 it had declined to 11.4. ‘ 

That takes into consideration all of your operations, does it? 

Mr. Rarimone. Yes. 

Mr. Sprincer. In fact, it was faster 
operation ? 
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Mr. Raruwone. The figures are quoted here for the domestic com- 
pany. The return on net worth was 11 percent. 

Mr. Springer. That is on all of your operations including the 
overseas ¢ 

Mr. Rarupone. That is just domestic. 

Mr. Sprincer. Just domestic ? 

Mr. Rarnponr, Yes, sir. On page 3, at the bottom of the page, the 
statement says that the Jersey domestic aililiates’ net profit as a per- 
centage of net. worth in 1951 was 15.9, and by 1955 had declined to 114, 

In other words, it had declined as against your tnvestment. 

Mr. Raruzone. That is correct. 

Mr. Sprincer. When you come to the question of raising the price 
of products in 1957, your rise was to protect against this falling margin 
of profit that you were having which was a third in some 4 years, 
was it not? 

Mr. Rarupone. That is correct. 

Mr. Sprincer. That is what all this is about, isn’t it, Mr. 
Rathbone ? 

Mr. Rarupsone. That is exactly it. 

Mr. SprinGer. Were these increases, wage increase, steel increase, 
and so forth, responsible for this decline which you have had, a third 
of your percentage of net worth, as against your total investment? 

Mr. Raruprone. Yes, sir. The thing that is most alarming is when 
you have a decline like that in the face of expanding market. 

Mr. Sprincer. All right. And the only thing that has held your 
profits up, Mr. Rathbone, has been your overseas operation, has it not! 

Mr. Raruronr. The overseas operations have been subjected to the 
same effects, but not nearly to the same extent. 

Mr. Sprincer. But you have made a very handsome profit on your 
overseas operation and not a very good profit on your domestic: opera- 
tion, is that right, as against your total investment ? 

Mr. Rarwprone. The return on the overseas investment in total 
has been much better than the domestic. 

Mr. Sprincer. Now, I want to come, if I may, to the second point. 

There is one question I did not ask that I wanted to. 

There has been mentioned here $900 million profit after taxes. 

How much did Standard of New Jersey pay in the last quarter 
of 1956 on each share of stock. 

Mr. Ratnpone. We paid 60 cents. 

Mr. Sprrncer. And what rate of interest is that on the share of 
stock that is selling on the open market January 1 of this year? 

Mr. Rarusone. Well, the total for the year was $2.10. 

Mr. Sprincer. What percentage? 

Mr. Ratusone. That represents about 4 percent. 

Mr. Sprincer. About 4 percent return to the stockholder, is that 
right ? 

Mr. Ratuponr. Yes, sir. 

Mr. Sprincer. I want to come to the second point. 

What position do you have on the MEEC ¢ 

Mr. RaTHBONE. I, personally ? 

Mr. Sprincer. Yes. 

Mr. Rarupone. I have none. 

Mr. Sprincer. What position does any of your company have on 


the MEEC? 
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Mr. Rarugone. One of the directors of the Jersey company is the 
chairman of the MEEC., 

Mr. Sprincer. Would you state his name? 

Mr. Rarueone. Stewart Coleman. 

Mr. Springer. You have practically all of the knowledge he has, 
do you not, Mr. Rathbone? 

Mr. Ratueone. No, sir; I do not. The affairs of the MEEC are 
confidential until they are released, as they do consistently release 
information, but up to that time the affairs are confidential. 

Mr. Sprincer. Mr. Rathbone, you have talked with him abou this 
problem, haven’t you—you understand it? 

Mr. Rarusone. You mean the European oil situation ? 

Mr. Sprincer. Yes. 

Mr. Ratueone. Yes, indeed. 

Mr. Sprincer. We had testimony here last week—I will give you 
this so you will know the basis of my question—that we were getting 
about 90 to 92 percent of the normal needs of Western Europe in the oil 
lift. 

You are the first witness that has said otherwise. That was for 
the last quarter of 1956. No one has told the committee that until 
you came in. 

This committe was left with the impression when Mr. Stewart and 
Mr. Wormser departed here that that was the situation about the 
day they testified. 

Now, it is my understanding from your testimony, that the target, 
so to speak, for January, February, and March, or the first quarter 
of 1957, is approximately 80 percent. 

Mr. Rarusone. That is right. 

Mr. Sprincer. What you are saying in effect to this committee to- 
day, Mr. Rathbone, is that we are going backward, not forward, on 
the oil lift; aren’t we? 

Mr. Raruvone. No, sir. If I might say this, we went backward 
from the standpoint of percentage coverage of Europe’s normal re- 
quirements in the first quarter versus November and December, be- 
cause the coverage is only about 80 percent in the first quarter. 

Of course, it is some 92 percent in the last 2 months of 1956. And, 
of course, that is going backward. 

The reason for that was that during November and December we 
were able to draw on stocks. And during the first quarter of this 
year, stocks are exhausted. 

As I said a while ago, our own company estimate is that in the 
second quarter, starting in April and maybe even starting now, I 
think in the latter part of March, that we will be able to improve 
the 80 percent coverage materially. 

Mr. Sprincer. That is based on what your estimate is in the next 
quarter ? 

Mr. Rarueone. That is correct; yes, sir. 

Mr. Sprincer. You are assuming, I take it, that you will get the 
extra 250,000 barrels, which at this time every witness has testified 
we are short, from our domestic supply in order to make up this 
deficit ? 

Mr. Rarneone. That is right. 
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Mr. Sprincer. You said, I believe here this morning, that the Texas 
Railroad Commission yesterday made allowable of 250,000 barrels 
available; is that true? 

Mr. Ratueone. Between 200,000 and 250,000—I don’t have the 
exact figure, but it is in that range. 

Mr. Serincer. All right. Can you give me any reason why you 
could not then reach 100 percent of the normal requirements for 
Europe? 

Mr. Raruesone. I cdlon’t think, Mr. Springer, that the figure of 
250,000 barrels a day additional needed oil for Europe will meet their 
full requirements. I think what it will meet is their essential require- 
ments for heavy oils and fuel oils and not their full requirements for 
gasoline. 

Mr. Sprincer. Now the statement made by Mr. Wormer and Mr. 
Stewart—and I asked this of both repeatedly in 2 or 3 separate 
questions —the; y said, “Yes,” additional supply of between 200,000 and 

250,000 barrels would meet the normal requirements for Western 
Europe. That is correct ! 

Mr. Rarupone. Yes. 

Mr. Sprrncer. Is there any reason why Western Europe should not 
get the normal supply in the next 2 or 3 months? 

Mr. Rarugone. I see no reason why they should not; no, sir. 

Mr. Serrncer. Mr. Chairman, that is all. 

The Cuatrman. Mr. Rogers. 

Mr. Rogers. Mr. Rathbone, the Standard Oil Company of New 
Jersey is a corporation that was organized to make a profit; isn’t it? 

Mr. Ratueone. Yes, sir. 

Mr. Rocers. You have never been accused of being a philanthropic 
or nonprofit organization ; have you? 

Mr. Rarupone. No, sir. 

Mr. Rogers. Certainly, you are not an eleemosynary institution ? 

Mr. Ratupone. No, sir. 

Mr. Rocers. You are engaged in a business that has to do with prod- 
ucts the price of which is determined usually by general economic 
conditions; are they not ? 

Mr. Ratupone. Yes, sir. 

Mr. Rogers. And everything that we have in this country that I 
know of has been going up, including the Federal budget. The only 
thing I can think of that has gone down is farm and ranch products 
and there is no justification for that. 

You say that you are not a member of the MEEC, but that a director 
of your company is a member. 

Mr. Rathbone, are you familiar with the operations of MEEC, in its 
organization ? 

Mr. Raruponr. Yes, sir; I am generally familiar with the organ- 
izational setup, the way the thing is handled and the general approach 
that they make to the solution of the problem that they have. 

Mr. Rocers. Who set up MEFC in the first place ? 

Mr. Ratusone. The MEEC was set up by the United States Gov- 
ernment. 

Mr. Rocers. Well, now, that is the thing I want to pinpoint. What 
part of the Government? Who first notified you or your company 
that they were going to set up this committee ? 

Mr. Rarusone. Dr. F lemming, who is the defense mobilizer. 
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Mr. Rocers. When was that, Mr. Rathbone? 
Mr. Rarusone. It was approximately the middle of August last 
year. sales AT 

Mr. Rogers. And you cooperate fully with him in setting it up? 

Mr. Raruponr. Yes, sir. He asked if we would join as members in 
the MEEC Committee. 

Mr. Rogers. Did you go into the matter with him as to where the 
authority came from to set up this committee ? 

Mr. Ratrusone. Well, this committee, of course, was simply in effect 
a continuation of an older committee that had been in effect in prior 
periods. ' 

So that sometime back we had investigated the question as to 
whether we felt that this was a proper type of organization for us to 
participate in. 

And we satisfied ourselves that it was. 

Mr. Rogers. Well, now, the older committee—what was it? 

Mr. Rarneone. It was called the Foreign Petroleum Supply Com- 
mittee. 

Mr. Rocers. Was that a Government constituted committee ? 

Mr. Rarnueone. Yes. 

Mr. Rocrers. Or industry ? 

Mr. Ratrusone. Government. 

Mr. Roerrs. What I am trying to get at is, by what authority was 
that set up, if you know? 

Mr. Ratrueone. The authority for the whole type of operation flows 
basically from the Defense Production Act of 1950. 

Mr. Rogers. And the MEEC then is an outgrowth of the authority 
granted the executive branch of the Government under the Defense 
Production Act? 

Mr. Ratrusone. That is right; yes, sir. 

Mr. Rogers. I think the record ought to show that. It seemed for 
a while that MEEC was like Topsy. It just grew. Nobody knew 
where it came from. 

But there is the situation in this particular industry that enables 
you to operate without complying fully with the antitrust laws of this 
Nation, 1s that correct ? 

Mr. RatrHsone. What the MEEC does is to try to maximize the 
delivery of oil to Europe. 

Mr. Rogers. Yes, sir. 

Mr. Ratrueone. And in so doing, they attempt to make arrange- 
ments available between various participants in the MEEC to improve 
the efficiency of tanker movements. 

Mr. Rogers. Yes, sir. 

Mr. Rarusone, Then 

Mr. Rocers. I am getting at a little different thing. 

Mr. Ratusone, I am just trying to answer your question, Mr. 
Rogers. 

Mr. Rocers. I understand that. 
wave lengths. 

The particular situation that I am talking about is that you do have 
the right to do things as a member of the MEEC that otherwise would 
be in violation of the antitrust laws, would they not? 
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Mr. Ratrueone. Yes; that is what I was just getting at. In connec- 
tion with arranging, rearranging tanker movements and supply situ- 
ations, the participants in the "MEEC are able to get together and work 
out arrangements of that type which they could not work out under 
normal antitrust restrictions. 

Mr. Rocers, What actions has your company or company affili- 
ates taken that would be in violation of the antitrust laws, 1f you were 
not a party to this agreement, that is, actions that are taken under 
MEEC. 

Mr. Rarueone. IT cannot answer that question categorically but 
from my own knowledge of what we have done, the Jersey company 
has not done anything that they could not have done without that 
immunity. 

Mr. Rocers. The immunity was not necessary, in your opinion, 
then ? 

Mr. Rarweone. I don’t believe so, so far. 

Mr. Rogers. Do you anticipate having to take any steps through 
your company or affiliates that might be in violation of the antitrust 
laws? 

Mr. Raruerone. I have nothing at all in mind because I am just not 
familiar with the details of the MEEC program operation. I am not 
a member of it. 

Mr. Rocers. Your answer is this, that you have done nothing that 
in your opinion would be a violation of the antitrust law under the 
circumstances ? 

Mr. Rarurone. Yes. 

Mr. Rocers. Does that include the price area, the general price area? 
Have you done anything in this connection—so far as your immunity 
as a member of MEEC that might have affected the price of the 
product ? 

Mr. Ratupone. Well, the MEEC has no authority whatever in the 
price area. What the MEEC does is to attempt to arrange improve- 
ments in transportation and supply deliveries between members of 
the MEEC, and the question of price as between those two people is 
entirely worked out by the 2 participants. 

The MEEC itself does not get into the price area at all. 

Mr. Rocers. I understand that. What I am talking about is this: 
By virtue of being a party to the MEEC you do have certain immu- 
nities if you want to use them. 

Have you used them in the past or do you anticipate using in the 
future any immunities that might have something to do with the 
price of the product involved ? 

Mr. Rarupone. So far as I know, we haven’t used in any way any 
immunity that has been conferred by members in connection with any 
price matters. 

Mr. Rocers. And any price rise in oil or oil products has then been 
the result of general economic conditions rather than anything that 
has been done ‘by your group or anyone connected with it ? 

Mr. RaTHBone. Completely. 

Mr. Rocers. Now, one thing I want to clear up. I believe you said 
Standard of New Jersey was a holding company and that you were 
in an advisory capacity to about 225 affiliates. Why, Mr. Rathbone, 
would it not be better if that is the way you all operate for the mem- 
bers or officers of those affiliated companies who are actually engaged 
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in the production and sale of oil to be members of the MEEC rather 
than somebody in the holding company ? 

Mr. Rarupone. Well, we think that the particular gentleman that 
is representing our company on the MERC j is the most ¢: apable man 
that we have in this particular field. He has had many, many years 
of experience. He was connected with the Government on a loan basis 
during World War II, to advise the Petroleum Administration for 
War. 

He was connected with the Petroleum Administration for Defense 
during the Korean situation. And he is probably the most experi- 
enced man in our whole organization in this general field of coordina- 
tion and improvement of supply and transportation. 


Mr. Rogers. May I ask, is he also a director and officer in some other 
company ? 

Mr. Raruzone. No; he is not. 

Mr. Rocers. Only in the Standard of New Jersey ? 

Mr. Raruzone. That is correct. 

Mr. Rogers. I will hurry along with this and get it over with. 

With regard to price, I believe you said yesterday, Mr. Rathbone, 
when you anticipated the crisis, you got this organization together and 
took such action that the crisis was actually averted. 

Mr. Rarupone. Are you speaking of MEEC now or our own com- 
pany ? 

Mr. Rogers. Your own company in working with the MEEC. 

Mr. Rarunone. Our own company, of course, acted independently 
for quite a long time before the MEEC was activated. 

Mr. Rogers. In other words, you anticipated it before the organiza- 
tion was set up ? 

Mr. Rarupone. Yes. 

Mr. Roeers. By doing so you did avert a crisis—that was your 
answer / 

Mr. Rarupone. I think we contributed materially to it; yes, sir. 

Mr. Rocers. There is no crisis now, although there is quite a bit of 
anxiety 4 

Mr. Rarupone. There is no crisis in my opinion today. There is 
quite a bit of anxiety. And I think that unless we can step up the 
rate of delivery above the present level that there will be a serious 
situation in Western Europe with respect to their industrial picture. 

Mr. Rogers. Now, Western Europe gets all of her fuel oil by tankers, 
does she not ? 

Mr. Raruponr. Yes. 

Mr. Rogers. How many idle tankers are there at present / 

Mr. Rarupone. Tf there is one that anyone knows of, I wish you 
would let me know. 

Mr. Rogers. If it gets it all by tankers, and there are not any idle 
tankers, where are they working and how come Kurope is short 

Mr. Ratrupone. It is because of the fact that there are not enough 
tankers in the world to supply Europe with oil she needs by hauling 
it around the Cape of Good Hope, South Africa. 

Mr. Rogers. They are at sea—so the 250,000 barrels shortage in 
Europe is actually oil that is at sea. 

Mr. Rarueonr. The tankers that are supplying a considerable por- 
tion of Western Europe requirements of oil are going from the Per- 
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sian Gulf around the Cape of Good Hope, the tip of South Africa and 
back up to Europe. 

It is a very long voyage. The world tanker fleet did not contem- 
plate doing that sort of a job before Suez was closed. They came 
through the canal. 

Mr. Rocers. I thought you said you diverted most of those tankers 
over to this side of the world? 

Mr. Rarneone. We diverted all of the tankers we could get cargo 
for. And the ones we could not get cargo for in the W estern Hemi- 
sphere, we naturally put back into the Persian Gulf route because it 
was better to use them there than to let them sit idle. 

Mr. Rogers. What is the difference between the amount of oil being 
delivered to Europe from the Near East now than prior to Suez? 

Mr. Rarupvonr. The amount of oil being delivered to Europe out 
of the Near East is less than half what was delivered before the 
crisis. 

Mr. Rogers. Less than half? 

Mr. Rarnpone. Yes. 

Mr. Rogers. Around 500,000. 

Mr. Ratusone. My associate, Mr. Moore, tells me that it is prob- 
ably about 60 percent. 

Mr. Rocers. About 60 percent. 

Mr. Rarrone. 60 or 65 percent. The amount of oil that was going 
through Suez was 1,250,000 barrels and now probably they are getting 
about two-thirds of that around the Cape. 

There has been a reduction of a third. 

Mr. Rocers. The tankers that were available prior to Suez, did 
furnish to Europe all of the oil she needed; did they not ? 

Mr. Rarupone. Yes. 

Mr. Rorers. When Suez closed, those same tankers continued to 
operate at capacity and the reason Europe is short is because of the 
longer haul around the Cape. So we have got 250,000 barrels of oil 
today at sea, and if we could just get a faster tanker they could set- 
tle that situation, I guess. 


Mr. Rarueone. If we had more tankers or faster tankers, we would 
be able to doa ood job. 

Mr. Rogers. Do you think, Mr. Rathbone, that the matter will take 
care of itself so that there won’t be any increased shortage before 
Suez does open? 

Mr. Raturone. Well, sir, that is a hard question to answer. The 
matter of the Suez opening is fraught with political difficulties and 
problems. 

In our forecasting, our estimating ahead, we are assuming that the 
Suez Canal will be open for light drafts on the 10th or 12th of March, 
= will be open for full dr -aft, loaded draft about the middle of 

ay. 

There isn’t much question in my mind that those dates can be met 
from a technical standpoint. In other words, from the standpoint of 
the dredging and the clearance of the wrecks, and so forth. 

As to whether those dates will be met from the political stand- 
point it is completely impossible for me to say. 

Mr. Rogers. You do have this additional factor that as we move 


along in the year, the weather gets warmer, your demand in Europe 
will lighten up? 
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Mr. Rarusone. The European demand does not have as much of 
a seasonal swing as we do because so much of the European demand 
is for industrial production which does not have the seasonal swing. 
We have a tremendous amount of demand in this country for heating 
oil to heat: private homes. 

Mr. Rogers. Yes, sir. 

Mr. Rarueone. There is a big seasons swing on that. In Europe, 
relatively few private homes are heated. 

Mr. Rogers. Then actually the problem over there is an industrial 
problem rather than a heating problem ? 

Mr. Rarueone. It is an industrial problem much more than the 
other. 

Mr. Rocers. But there will be some tapering off ? 

Mr. Ratueone. Yes, sir; there will be. 

Mr. Rogers. One other question, and I will stop. 

There is much more that I would like to ask but we don’t have the 
time. 

You said that the stocks in this country in meeting this demand 
have been reduced. How much have they been reduced ? 

Mr. Rarupone. I can say this while I am trying to get some more 
exact figure, that the crude oil stocks in the United States in total 
today are somewhere in the order of 250 million barrels. 

[ think that that represents the draft on stocks of pretty close to 20 
million barrels. 

[ have some figures before me here now which indicate that since 
the Ist of November there has been a draft on the United States 
crude stocks of 32.6 million barrels. 

Mr. Rocers. Is that causing us to get in a danger area insofar as 
stocks are concerned ? 

Mr. Rarupone. No, sir. I do not think that we are in what I 
would call a danger area. 

As you probably know, there have been various estimates as to 
what might be called the minimum stocks of crude oil in the United 
States. 

I think that 250 million barrels is about the lower level of those 
estimates. 

And while I would say that we are getting close to the point where 
the industry will lose a little flexibility and have some problems with 
respect to crude oil stocks, I do not think it is what I would call a 
danger area. 

Mr. Rocers. Let me ask one more question : 

If Suez opened up to where you could get oil through and in the 
meantime the Texas Railroad Commission had increased the allow- 
able in Texas, would your company continue to take the increased 
production or decrease their nominations ? 

Mr. Rarusone. Of course, our company has a pretty well-known 
policy with respect to imports. We think that a reasonable level of 
imports into the United States is a very desirable thing, not only for 
the consumer, but probably for the American oil industry, too. 

We think that an undesirably high level of imports is undesirable. 

What we would do with respect to our own import levels is to 
follow exactly the same policy that we have followed for the last 6 or 
7 years. That is, we would import what we consider to be a reason- 
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able normal level of imports which in our particular case has been 
almost constant for 7 years. 

Mr. Rocers. I would like to go into that further but I will yield 
back. 

Thank you. 

The Cuarrman. The bell just rang. My purpose, of course, is to 
see that every member of this committee has an opportunity to clear 
up whatever he has in his own mind. 

(Off the record. ) 

The Cuarrman. May I impose upon my colleagues who have had 
a chance, to come back at 2 o'clock in order that the rest m: ay have a 
chance to interrogate this witness ¢ 

Mr. Fiynrv. May I ask one question at this time that may require 
study between now and 2 o’clock ? 

The Carman. Yes. 

Mr. Frynr. Mr. Rathbone, you mentioned the Tapline and the 
Traq Petroleum Pipeline. 

I have heard that there is a third completed pipeline through 
which not a single drop of oil has ever been delivered. Do you 
know whether that is true or not? 

Mr. Rarneone. There is a leg, of the IPC pipeline which has been 
shut down for quite a few years. It did deliver oil but it has been 
shut down for quite a few years. 

That is the pipeline that comes out at Haifa in the State of Israel. 

Mr. Friynt. I will resume later on. 

The Cuarrman. The committee has not adjourned yet. 

Just a moment. 

Mr. Bush has a question that he wants to present before we leave. 

Mr. Busu. Mr. Chairman, I wanted to say this: I wanted to thank 
Mr. Rathbone for the information he furnished to the question I 
asked him yesterday. 

Secondly, I was very much interested in this. Since the cost of 
crude has gone up, has that reflected an increase in the cost. of all 
refined end products from crude? 

Mr. Rarugone. No, sir. Neither the price of crude nor the price 
of products generally—certainly not gasoline, I should say, have re 
flected these higher costs until the price increases which occurred 
early in January. 

Mr. Busu. How has it affected mineral oil, for instance? I have 
got a reason for asking about mineral oil because I have two tanneries 
in my district that tan hides and make leather and they use thousands 
of gallons of mineral oil. 

Mr. Ratupone. You are speaking of ? 

Mr. Busu. Has that cost increase spread to mineral oil? 

Mr. Rarnsoner. You are speaking of the price of medicinal mineral 
oil ? 

Mr. Busu. No. It isused for tanning purposes. 

Mr. Raruprone. That is probably a highly refined distillate oil. TI 
am not familiar with the exact quality you are speaking of, but I would 
be inclined to think that the effect of this price increase on that might 
be less direct than it would be on the major products such as gasoline 
and heating oil. 

It probably will tend to go up but I would not think it would go 
up quite as much. 


ol 
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Mr. Busu. In other words, there has been greater increases placed 
on certain end products than there are on others ? 

Mr. Rarupone. Yes, sir, that is correct. 

Mr. Busn. That is all. 

The Cuarrman. The committee will have to adjourn until 2 o’clock. 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene at 
2p. m., this day.) 

AFTERNOON SESSION 


The Cuatrrman. Let the committee come to order. 


STATEMENT OF M. J. RATHBONE, ACCOMPANIED BY N. J. CAMP- 
BELL, JR., AND T. W. MOORE—Resumed 


The Cuatrman. Mr. Rathbone, I know you, from experience in your 
own company, find that you have difficulties that arise constantly. 
You have just observed some of the difficulties we have here in 
Congress. 

We do want to apologize for detaining you, but it is one of those 
things we just could not anything about. 

Mr. Rarunone. Surely. 

The CHatrman. The debate on a bill we were concerned with has 
now been concluded and the members are able to come back. 

We are imposing on you this afternoon in order that you will not 
be required to come back tomorrow, and that is prec isely the reason 
for this afternoon session. Of course, we want each of the members to 
have an opportunity to make such inquiry as they feel would be 
helpful to them. 

Mr. Macdonald ? 

Mr. Macponatp. Thank you, Mr. Chairman. 

Mr. Rathbone, first I had better preface my remarks by saying I am 
not from the oil country; I am from Massachusetts, and I do not 
know too much about the oil business. But since I have been on this 
committee, I have gotten somewhat interested in things that I have 
in mind which I would like to ask a few questions about. 

Actually, I was interested in these figures in your statement today 
on page 1. It says consolidated net earnings of Jersey and affiliates, 
given in round figures. Is that before taxes ? 

Mr. Rarusone. No, sir: that is after taxes. 

Mr. Macponaxp. Is that after the depletion allowance is taken out, 
the allowance of 27.5? 

Mr. Rarupone. Yes, sir. The depletion allowance, as you know, is 
a deduction which is made from the income from the production of 
oil; and then after that deduction is made, taxes are paid. 

Mr. MacpnoNnarp. So this figure for 1955—— 

Mr. Rarneone. Is after the allowance. 

Mr. Macponaip (continuing)—is after you have paid taxes and 
taken depletion allowances which you are permitted under the present 
state of the law? 

Mr. Rarurone. That is right, yes, sir. 

Mr. Macponavp. Could you explain to me exactly how that works? 

Mr. Rarupone. Depletion 

Mr. Macponaxp. Yes. 
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Mr. Rarusonr. Well, depletion allowance is an allowance which is 
permitted 1 in the tax laws, and it is a deduction that is made from the 
income from oil or gas, so that you take that deduction before you 

calculate the taxable revenue from the production of oi] or gas. 

Now, there is a statutory provision that that deduction shall not 
exceed 50 percent of the gross revenue. 

Mr. Macponarp. In other words, of all the income that your com- 
pany and affiliates have, it is possible that you do not have to pay any 
income tax up to 50 percent of that total amount ¢ 

Mr. Rarnpone. Only on the income that comes from the production 
of oil and gas 

Mr. Macponacvp. | see, 

Mr. Rarusone. Not on the income that comes from the sale of prod- 
ucts or refining or transportation. 

Mr. Macponaxp. All right, sir. 

Say a company such as Humble, what would their income have been, 
an affiliate of yours, what would their income have been, say, in the 
same period of 1955 ¢ 

Mr. Raruvone. Without the depletion allowance, you mean? 

Mr. Macponatp. Well, with— 

Mr. Rarunonr. We ll, their net income after taxes, as I recall the 
figure, in 1955 was about $175 million, in that neighborhood. 

“Mr. Macponatp. Could you estimate what that ‘de »pletion allowance 
was worth in dollars and cents for Humble? 

Mr. Rarupone. I can’t give you the figure now, sir. I can very 
readily supply itto you. It isa very easily ascertainable figure, but I 
do not have it here, and I would be glad to do that. 

Mr. Macponarp. Could it be pe ‘mitted to be inserted in the record 
at this point, Mr. Chairman ? 

The CuarrMan. Yes. 

(The information referred to is as follows:) 

The depletion deduction claimed for tax purposes by Humble Oil & Pefining Co. 
for 1955 was $112 million. This exceeded the amount of cost depletion recorded as 
an expense for financial accounting purposes. To determine the real worth of this 
deduction to Humble is impossible without attempting first to assess the effect on 
the company had percentage depletion not existed. However, a theoretical com- 
parison of Humble’s actual tax with an arithemetical computation, assuming no 
changes other than elimination of the amount by which percentage depletion 
exceeded cost depletion, indicates a difference in tax of $50,500,000 for the year 
1955. 

Humble’s net profit amounted to 15.3 percent of the average capital invested 
by shareholders in 1955 and only 14.5 percent in 1956. If the percentage depletion 
deduction were eliminated, Humble’s rate of return would have been reduced to 
11 percent in 1955. Such a reduction in income would require substantial addi- 
tional crude-oil-price increases to justify continuing the risk of capital in explora- 
tion for crude oil. 

Petroleum prices have lagged behind costs since 1948, with the result that the 
rate of return on new investments has decreased substantially and the average 
return on all investments has been reduced to lower levels than should prevail in 
view of the high risks inherent in producing operations. The rate of return real- 
ized by domestic oil companies in 1955 had declined to a level that fell below the 
average for manufacturing corporations generally, although the rate of return 
should be much higher because of the greater risks in oil-producing operations. 

Mr. Macvonatp. If [ understand this depletion allowance correctly, 
is it a fact with every increase in price for oil that actually the com- 
panies concerned gain two ways: One, they get more profit from the 
price, and, secondly, because they get a higher profit on one end they 
have to pay less taxes ? 
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Mr. Rarupzone. No, sir; I don’t believe that is quite right. 
The depletion allowance, as I said, is a deduction from gross revenue 
when you sell oil and gas. If you sell a million dollars worth of oil and 
gas you take the depletion allowance from that gross revenue before 
the calculation of income tax. 

So that if the price of oil would go up you would have a higher rev- 
enue and you would have this higher level to deduct 2714 percent from. 

Mr. Macponaxp. In other words, if oil went up, say, from a dollar 
a barrel to, say, $2 a barrel, would you not take—and I am using this 
figure very roughly —w ould not the company benefit by gettting 27.5 
allowable deduction, double the figure that it would have been if it 
was just a dollar ? 

Mr. Rarugone. The amount of the depletion allowance in dollars 
would be doubled ; yes, sir. 

Mr. Macponaup. Then I do not quite understand the answer to my 
original question. It seems to me the company wins two ways when the 
price goes up: No. 1, they get a higher profit; and, No. 2, they pay less 
taxes proportions rtely é 

Mr. Rarneone. Yes. But you pay whatever the going tax rate is 
on the higher amount of revenue that is left after the depletion 
allowance. 

Mr. Macponap. Yes, sir. It is, just to use my figures, you pay 
less taxes, do you not, at a dollar a barrel for, s say, a million barrels, 
than you would at $2 a barrel for a million b: wrels? 

Mr. Rarizvone. No, I think not, because you would pay a higher 
tax on what was left after the depletion allowance. 

Mr. Macponaup. Yes, but I am talking about proportionately. 

Mr. Raruzone. Proportionately ? 

Mr. Macvonavp. I pay less taxes than you do because our salaries 
are not the same, yours being much higher. 

Mr. Rarusone. I think proportion: ately the same tax would be paid 
in the case, proportionately. 

Mr. Macponatp. But the amount to the Federal Government would 
be less, proportionately, would it not? 

Mr. Raruponr. No. I think in the case, Mr. Macdonald, that you 
are outlining, the Federal Government would have a higher tax in 
total dollars than they had before, even with the depletion allowance 
being higher. 

Mr. Macponatp. When you say total tax, do you mean—— 

Mr. Rarusone. Tax in dollars. 

Mr. MacponaLp. You mean in revenue ? 

Mr. Rarupone. Yes, sir. 

Mr. Macponatp. Proportionately, to the Government ? 

Mr. Rarupone. Yes, sir. I will be very glad to include some cal- 
culation in the information you have asked for, to clear up that 
point. 

Mr. Macponatp. I would certainly like it at this point in the rec- 
ord, Mr. Chairman. 

The Cuatrman. All right. 

(The information referred to is as follows :) 

Assuming that the selling price of crude oil moved up from $1 to $2, to esti- 
mate the Federal income tax result of percentage depletion to a corporate pro- 
ducer in respect to such price change requires additional assumptions. 


1. Price increases do not occur in an economic vacuum but are related to 
many factors including rising costs. 
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2. Oil companies frequently purchase crude oil as well as produce it as 
in the case of our organization. In the case of purchased oil the assumed 
$1 increase in crude price would be added to the purchasing oil company’s 
cost of purchased crude without any depletion deduction on it. 

3. Changes in taxable income affect State franchise taxes and State in- 
come taxes, and these taxes, being deductible, affect the amount of Fed- 
eral income taxes paid. 

4. Changes in taxable income may affect the foreign tax credit computed 
under section 904 of the Internal Revenue Code. 

If we take a single barrel of crude, produced from a property on which per- 
centage depletion allowance of a full 27% percent of its gross field price is 
effective, and assuming that the corporate taxpayer-producer is marginally in 
the 52-percent Federal income tax rate bracket and that all factors other than 
price and related State production taxes, including production costs, remain 
unchanged, an increase of the field price of such barrel of crude by $1 would 
then produce a percentage depletion allowance of 27.5 cents and therefore the 
Federal income tax at the regular corporate 52-percent rate on this $1 would 
equal 35.1 cents, illustrated as follows: 


Assumed Assumed 
Hypothetical data price of price of Difference 

crude oil, crude oil, 

$1 barrel $2 barrel 
Revenue from sale of crude oil ‘ $1. 00 $2. 00 $1. 00 

Expenses of operation 40) 4 
60 1 1.00 
Production taxes paid to States 05 10 05 
55 1.50 95 
Statutory depletion ‘ 275 55 275 
Taxable incor j . 275 95 675 
Income tax at 52 percent si 143 . 494 351 
1 Normally higher costs are involved in a period of rising prices. Assumed to be constant for this hypo- 


thetical example for illustrative purposes only. 


Mr. Rarupone. I can just take the assumptions you made there 
and see how those would figure out. 

Mr. Macponavp. You understand my question ? 

Mr. Rarusone. Entirely. 

Mr. Macpvonawp. I will ask the direct question : Is it not a facet 
when the price of oil goes up, the amount of allowable depletion or 
deduction, for income purposes, also goes up, and therefore the com- 
pany wins two ways / 

Mr. Rarupsone. Well, I go along completely- 

Mr. Youncer. Will the gentleman yield for one question? 

Are you considering a graduated corporate tax, or just a flat corpo- 
rate tax ¢ 

Is that not the crux of it? Is it not whether they pay a graduated 
tax or whether they pay a flat corporate tax ¢ 

Mr. Macponavp. I don’t understand your question. 

Is it true that this 27.5 depletion was given to this industry, natural 
gas and oil and other extractive groups, at a lesser rate for purposes 
of compensating the companies for risks taken in exploring for gas 
and oil? 

Mr. Ratrupone. Well, it is not so much a question of compensating 
for risks as it is that information which was accumulated by the 
Congress over a great many years indicated that in the exploration 
and development of oil and gas, there was a cost that was involved 
which should be compensated to the person who is engaged in that 
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activity because of the fact that they were producing a depleting 
product. 

Mr. Macponatp. Yes, sir. 

Mr. Raruponer. In other words, if you invested, let’s say, a thou- 
sand dollars in searching for oil and gas, and you found it, that 
when you started to produce that you were in effect going out of 
business, because it was a depletable asset, and once you had produced 
the oil, that you found you were out of business. 

Mr. Macponap. Yes, sir. 

Mr. Rarupone. So that there had to be a reinvestment of capital 
in order to permit the person to stay in that particular line of 
business. 

Over a great many years, it was determined that this 27.5 percent 
allowance was a reasonable fi igure to recognize the cost that was in- 
curred in finding oil and gas and developing it, so that allowance 
was made from the revenue so that the person who was producing 
that oil and selling it could then have that amount of money to keep 
in business by going back into the exploration and development of 
oil. 

Mr. Macponaxp. Yes, sir 

Mr. Ratusone. That was the basic purpose for it. 

Mr. Macponanp. Is it true that this 27.5 depletion allowance oce urs 
yearly, no matter how long the results of an exploration might run? 
As a concrete example, the risk taken in hitting one of your big fields, 
[ am sure, is a very hazardous one, and money is expended in dry 
wells, and so forth. But is it true that once you hit a field, that 
that 27.5 percent per year runs ad infinitum until the entire field is 
gone? 

Mr. Rarupone. Yes; that is right. The 27.5 percent allowance is 
deducted from each barrel, from the value of each barrel, when it is 
sold, so that it continues over the life of the field. 

Mr. Macponatp. Would you not say this could result in a loss of 
millions of dollars to the Federal Government in tax money ? 

Mr. Rarupone. Well, it results, it, of course, results in an allowance 
of what would otherwise be tax money to the oil industry, but it is a 
very essential allowance to keep the oil industr y in business. 

Mr. Macponap. Is there a shortage of oil in the United States these 
days? I think I read in today’s paper that Senator Johnson stated 
that the oil industry was never in better shape. 

Mr. Ratimone. Well, there is not a shortage of oil today, no, sir; 
but I think that when you stop to consider that the reserves of crude 
oil in the United States, as we estimate them today, represent about 
20 percent of the world’s known reserves of crude oil, and add to that 
the fact that the United States is using about 50 or 55 percent of all 
of the world’s consumption of oil, and add still further to that the fact 
that, as far as we know today, there is only about 15 percent of the 
sedimentary area in the world in the United States that can potenti: lly 
produce oil, it is very obvi lous that those things mean that some of these 
days the United States is going to be short of oil ahead of the rest of 
the world. 

Mr. Macponarp. Do you feel by that time the discovery of uranium 
and the development of atomic energy would help to overcome that 
situation ? 
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Mr. Rarupone. Well, of course, we in the oil business feel that we 
are going to be able to find this potential oil that we have in the United 
States and other places in the world, to insure us with an adequate 
supply of oil fora long time. I am quite sure—— 

Mr. Macpvonaxp. Could I just ask a question here: Does the Oil 
Institute—is that the newly formed group now, the Oil Institute? 

Mr. Ratupone. There is an American Petroleum Institute. 

Mr. Macponap. Yes. Have they come to any figure as to what the 
reserves or what the potential of the oil that they know is underground 
would last in the United States? 

Mr. Rarupone. Yes; the American Petroleum Institute currently 
makes an estimate of the total amount of oil reserves in the United 
States that are known today. The estimates of the total amount that 
probably will be found up to the end of the fossil fuel area are made 
only, as far as I know, by independent companies, geologists, and 
independent companies. 

Mr. Macponap. Well, do you happen to know if any of these inde- 
pendent companies or the institute have come up with any figure as to 
the number of years that we can foreseeably look forward to enjoying 
oil and natural gas? 

Mr. Ratupone. Yes,sir. There are figures on that. As I say, they 
are made by different companies, they are made by independent g seolo- 
gists, they are made by various indiv idual companies. There is a good 
deal of variation in them because, as you can realize, there is a great 
deal of interpretation of data 

Mr. MacponaLp. Yes, sir. 

Mr. Rarueone (continuing). In trying to figure how much oil 
there is left in the world. 

Mr. Macpona.p. I can recall from last year’s hearing on natural 
gas that it is very difficult for any two people to agree to any figures at 
all in this field: I was wondering if you had any estimate of the 
average figure. 

Mr. Rarupone. I do not have any estimate of the average figure. 
I would say that in general, the estimates I have seen which seem to 
be based on careful studies would indicate we probably have only 
found about a third of all the oil that is potentially available in the 
world’s sedimentary areas—— 

Mr. Macponaxp. In other words—— 

Mr. RatTHsone (continuing). To date. 

Mr. Macponatp. We are not in very great danger of running out of 
the supply of oil and natural gas. 

Mr. Rarupone. It depends entirely on two things: First is eco- 
nomics, and the second is politics. If we have an economic situation 
which will permit the oil industry to continue to aggressively seek 
these underground reserves, I am sure that the oil industry will do it. 

The political aspect of it is that the potential supplies of oil in the 
world are not very well distributed. It happens that most of the 
oil in the world, as we see it today, is in a very few places, and the 
consumption, on the other hand, is scattered all over the world. So 
that means that if you want to utilize to the maximum extent the 
world’s oil reserves, they have to move in international commerce; and 
to the extent there are limitations on that, why, somebody is going 
to be short of oil. 
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Mr. Macnonap. But you could not give an educated—and I do 
mean the word advisedly, listening to your testimony here, sir— 
estimate as to how long these supplies would be available? Would you 
say it would be 100 years or 200 years 4 

Mr. Raruvone. Oh, yes. 

Mr. Macponanp. Or 300 years / 

Mr. Rarunone. I would say that there is not the slightest question 
in my mind we are going to have oil available in the world in very 
generous quantities, assuming that we have the proper economic and 
political climate to get at it and move it around, for well over a 
hundred years. 

Mr. Macponarp. In this political climate you speak of, that 27.5 
depletion allowance will be an aid to moving this around the world? 

Mr. Raruvone. Not so much moving it around the world as it is 
encouraging and supporting the development to the maximum extent 
of the potential oil reserves that may be in this country. It is a very 
important part of that activity. 

Mr. Macponavp. All right, sir. 

[ will conclude with just another question or two. 

In doing a little looking into the matter, I saw that this committee 
had hearings before my tenure here in Congress in 1953, and I found 
this report of our committee tremendously interesting and tremen- 
dously helpful, but unfortunately it is not very current, since the hear- 
ings were held in 1955. 

I cuess ihe title of the hearings then was “A Study of the Petroleum 
Business, Including Gasoline and Oil Price Increases,” so I take it we 
are not dealing with a new problem here in the Federal Government. 

Mr. Raruvone. No, si 

Mr. Macponavp. But 1 saw some figures in a table which I think 
would be ver y helpful to all people who are interested in this problem. 
One table is from the Standard Oil C ompany of California and do- 
mest ie Seats ries, in United States operations only, in which is 
listed the production for the years 1950, 1951, and 1952, of your set 
of bookkeeping accounts, one kept, I understand, for purposes of 
making distributions to your shareholders, which here is listed 

“per books” in which vou list depreciation, depletion, amortization 
ot apitalized costs, lands and lenaseholds, ceologic al and geophysic al 
expenses, depreciation service facilities, intangible drilling costs, 
productive wells, nonproductive wells, dry well costs, and other exX- 
penses, and writeoffs on nonproductive property, and so forth. 

[am sure you are familiar with the figures, or at least the fact that 
they are kept. 

Mr. Rarusonre. Well, are these Standard of California figures? 

Mr. Macponaup. Yes, sir. 

Mr. Rarupnonr. Tam afraid [ cannot claim familiarity with them. 
We are not in any way connected with that company. 

Mr. Macponatp. Well, another thing that always baflles me is the 
connection bet ween-——— 

Mr. Raruesone. Is that question— 

Mr. MacDonarp (continuing). between these companies. But I do 


know you are connected with the Humble Oil and Refining Co. 
Mr. Rarupone. That is right. 
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Mr. Macpvonaup. I will switch my request over to that, because it 
is about the same thing, and I see listed there for Humble Oil the 
same matters; and I also see included the depletions, allowable de- 
pletions, and so forth. 

I understand that the system is, the keeping of 2 sets of books: 1 
for reports to the shareholders, and 1 a report to the income tax 
people. 

Mr. Rarnrone. That is right. 

Mr. Macpvonaup. And I just see—I mean perfectly legally, too, 1 
do not mean there is a triple set of books, I meant only a double set 
of books. But I see that on the per books listing which you report 
to your stockholders, there is a tremendous difference with a much 
lesser amount listed under per book depreciation. For concrete exam- 
ple, $81,909,872, which you list on per books depreciation; and then 
for income tax purposes, there is allowable depletions and deductions, 
of $169,576,309. 

That may be perfectly legal, but it just strikes me—— 

Mr. Rarupone. I would be very glad to try to explain a little bit 
about that to you. 

It is perfectly true that the oil industry, and I think many other 
industries do, does in effect have two sets of books. They deal with 
the matters which are covered in the tax laws. 

We have, for example, in the oil industry, an option under the tax 
law, 1954 tax law, as to whether we will expense or capitalize the in- 
tangible drilling costs of drilling an oil well. We can make that 
election whichever way we wish. If we capitalize it, then obviously 
the deduction of that expense comes out over a long period of years. 
If we expense it, it comes out all in one year. 

So that you have to have two sets of books in order to reflect the 
tax effect of a thing like that, as compared to the book effect of it on 
the other basis, and we elect very frequently to report to shareholders 
on a different basis than we report to the tax authorities in order to 
reflect things that the tax law permits you to do. That is a good 
example. 

Mr. Macponaup. Which includes the 27.5 depletions and other al- 
lowable depletions which are not shown in your reports to share- 
holders? 

Mr. Ratneonr. There are a great many things in the tax law, 
treated for tax purposes, which are treated differently in the regular 
books of accounts which are reported to shareholders. 

Mr. Macpona.p. Right, sir. 

Could I make the request of you, I see in the years 1950, 1951, and 
1952—could you furnish the committee a similar report for the years 
up to and including 1956? IT mean 1953, 1954, 1955, and 1956. 

Mr. Raruvone. You want the profit returns on the tax basis and 
on the book basis, is that what you are asking for? 

Mr. Macponaxp. Yes, sir, including a similar type of information 
which you furnished this committee in 1953. 

Mr. Raruponr. Well, I am sure I can find that out from the Humble 
Company. Apparently that is Humble data that you are reading 
from. 

Mr. Macponatp. Yes, it is Humble Oil and Refining Co. 

Mr. Rarupone. I will try to find it out. 
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Mr. Macponap. It was requested by Mr. Wolverton for 1950, 1951 
and 1952. Would you do that, sir? 

Mr. Ratrurone. We do not have the Humble books. Those are 
kept by the Humble Co. But I am sure I could get the information 
from them. 

Mr. Macponaup. Could I have that inserted in the record at this 
point ! ; 

The CuarrMan. Yes, it may be inserted. 

(The information referred to is as follows: ) 


Humble Oil & Refining Co 


{Information supplementing that submitted on Oct. 6, 1953, to Hon. Charles A. Wolverton, chairman 
of the House Committee on Interstate and Foreign Commerce, for the years 1953, 1954, and 1955] 


1953 1954 1955 


Production: | 
Crude oil, barrels | 128, 328, 000 118, 341, 000 126, 801. 000 
Natural gas liquids, barrels. - 11, 354, 000 } 11, 004. 000 11, 912, 000 
Gas production sold, thousand 
cubic feet a 316, 653, 000 335, 111, 000 | 371, 863, 000 


For in- For in- For in- 
Per books come tax | Per books! come tax | Per books! come tax 
purposes purposes purposes 


CHARGES TO EXPENSE FOR YEAR 


1. Depreciation, depletion, and 
am rtizatin of capitilized ests: 
(a) Lands and leaseholds_-- $2, 909, 925_- $2, 380, 777 ‘ $2, 776, 764 
(b) Ge 1 gical and ge »physical 
(c) Productive wells (equip- 
ment and materials and 
producing properties) -. 3, 733, 750$12, 879, 496) 13, 517, 874 $12, 715, 26 5, 108, 387'$15, 053, 689 
Per barrel unit 
Depletion . 0227 . 0201 . 0219 
Depreciation . 1070 ; . 1142 . 1192 
2. Intangible drilling costs, produc- 
tive wells 31, 828, 334 48, 590,615' 32,977,819) 60, 367,076) 34, 005, 623) 60, 899, 542 
Per barrel unit . 2480 . 2787 . 2682 
3. Nonproductive well (dry hole 
costs _- 37, 437, 267 37, 437, 267| 35,040, 958) 35, 040, 958) 37,959,774; 37, 959,774 
4. Other expenses or write-offs on 
nonproductive properties either 
as direct charges to expenses or 
cancellation or abandonment of 
leases, as | 
(a) Lands and leaseholds 2, 744, 737 13, 386, 365) 14, 962,335) 15, 424,846) 10, 948, 809 : 396, 212 
(b) Geological and geophysical 25, 503, 746 24, 103, 570) 28, 6 534 26, 363, 339) 30, 627, 148 
(c) Delay rentals . 206, 620 11, 023, 727) 10, 637,030) 10, 570,272) 10, 196, 518) 10, ,{ 
5. Allowable depletion 100, 293, 516 ___|103, 700, 000)... 112, 000, 000 
6. Other operating costs 9, 024, 334109, 455, 271 109, 523, 353 108, 434, 110/116, 985, 668/120, 109, 529 


Total of above items |244, 388, 713357, 169, 827 247, 695, 680 372, 615, 862 258, 608, 691 394, 910. 195 


EXPLANATION 


Depletion of leaseholds and depreciation of lease and well equipment are computed for each individual 
lease by the per-barrel-unit method. The per-barrel-unit rates shown are averages determined by dividing 
the total e»st depletion and the total depreciation charge for the year by the total number of barrels of crude 
oi] produced. 

The charge for book depletion of lands and leaseholds is not comparable t» depletion allowed for tax pur- 
poses because book depletion generally covers only bonuses and commissi ns paid in the acquisiti n of leases. 
Low cost oil and gas reserves acquired many years ago and currently being produced must be replaced t day 
at substantially higher exsts. Accordingly, charges for book dey pletion do not begin t» measure the much 
higher costs that are being incurred in finding new reserves to re place current producti. The amount 
spent by Hnmble in its efforts to find and develop new reserves was $189,010,309 in 1953; $196,587,180 in 1954; 
and $222,475,158 in 1955, 

Intangible drilling ¢ sts incurred in connection with productive wells are capitalized on the books and 
are written off t> expense by the per-barrel-unit method. The per-barrel-unit rate is an average determined 
by dividing the t tal depreciation charge fr intangibles by the number of barrels of crude oil produced. 

For inc »me-tax purposes, intangible drilling ¢ sts are written off t> expense in the year expended. Over 
the life of any property, however, depreciation charges for intangible drilling costs per bo»>ks will equal the 
intangible ests de iueted for inc >»me-tax purposes. The provision for exnensing of intangibles for tax pur- 
poses is simply designed to make funds available for immediate reinvestment so as to encourage further 
development of oil and gas reserves, 
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Costs of nonproductive wells are expensed for book purposes as well as tax purposes in the year the well is 
determined to be nonproductive. 

Lands and leaseholds acquired for exploration and productien are charged to expense in the year surrend- 
ered. Usually the amount charged off for tax purposes exceeds the amount charged off on the bcoks because 
the Bureau of Internal Revenue requires capitalizaticn of some expenditures for tax purposes which are 
expensed on the books. 

All geologica] and geophysical expenditures are expensed on the beoks. For tax purposes the portion of 
such expenditures attributable to lands or leases acc uired or retained on the basis of inforraticn developed 
in conneciion with the geological and geophysical! work is capitalized. Geological and g¢« ophysical expendi- 
tures capitalized as part of the cost of a particular tract of land or a lease are written off to expr nse when the 
land or lease is abandoned or surrendered. Ifthe property is productive the cost is written off through book 
depletion charges. 

Delay rentals are expensed on the books and for tax purposes. The bcok and tax figures do not agree 
because the Bureau of Internal Revenue requires capitalization of some items that are considcred expense 
for financia! accounting purposes. 

The allowable depleticn for 1953 is actual; however, the depletion figures for 1954 and 1955 are estimates 
made without the benefit of regulations. When final regulations are rc leased by the ‘lreasury Department 
there may be significant adjustments. 

Other operating costs are the expenditures necessary or incidental to producing oi] and/or gas after com 
pletion of drilling operations, including overhead. As a general rule, all such costs are treated as expense 
on the books as well as for tax purposes. 

The totals shown for book and for tax purposes are not in any way comparable. As set out above, low 
cost reserves acvuired many years ago must be replaced today at substantially increased costs, and charges 
for book depletion do not begin to measure the higher costs currently incurred in finding and developing 
reserves. For example, Humble in its efforts to find and develop new reserves spcnt $189,010,309 in 1953; 
$196,587,180 in 1954; and $222,475,'58 in 1955. 

Allowable depletion for tax purposes recognizes the added capital value that accrues from the develop- 
ment of reserves, and the tax provision is necessary to avoid taxing capital. That it has worked cut fairly 
over the long range is shown by the fact that the average rate of return on investment of representative 
petroleum companies over a period of years has not exceeded that of corporations in other industries, such as 
corporations engaged in manufacturing and trade. 

Mr. Macponaxp. Thank you you very much, sir. 

The Cuarrman. Mr. Younger? 

Mr. Youncer. Mr. Rathbone, there is quite a bit in the record about 
the increase in price just at this time, and I want to ask you if my 
reasoning is faulty on this point: Everyone who has testified, includ- 
ing the Federal officials, the State officials from the regulatory au- 
thorities, the officials from the oil companies, including yourself, 
have all testified that the increase in price was overdue. All of them 
had been expecting an increase in the crude pre 

If that is true, you might go ahead and operate under a normal 
basis for some little time without r aising the price, in other words, 
without coming to a pinpoint decision. 

Mr. Ratrupeone. Yes, sir. 

Mr. Youncer. However, if there was an unusual demand on an 
irreplaceable product that you had, then you would give immediate 
attention to.the increase in price, is that not the natural and normal 
corporate reaction to a problem like that? 

Mr. Ratusone. Yes, sir. As I think I have already mentioned, 
that is almost exactly a description of what happened in this par- 
ticular case. 

Mr. Youncer. That is what I thought. So that there is nothing 
that I can see in the evidence or from what I have heard, that is un- 
usual or roundabout, in having to reach that decision at that time. 

Mr. Ratuszone. That is correct, yes, sir. 

Mr. Youncer. Another point: In the question of reserves, as an esti- 
mate in this country, would you give figures or are they available 
here with you, as to the known oil reserves in, say, 1939, and in 1956, 
those 2 years? 

Mr. Ratueone. I can give you the figures for 1956. I do not be- 
lieve I have figures for 1939. 

Mr. Youncer. What would they be for 1956? 

Mr. Ratueone. Well, at the end of 1956, the reserves as present- 
ly estimated were in the order of 301% billion barrels of oil, and some 
41% to 5 billion barrels of what we call natural gas liquids. 
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Mr. Youncrr. Now, that reserve is considerably larger, is it not, 
than it was in 1939? 

Mr. Ratupgone. Yes, sir. 

Mr. Younger. That means that we have, then, been discovering 
more oil than we have been using. 

Mr. Ratueone. That is right. 

Mr. Youncer. All right. 

Now, General Thompson, in his testimony here, said that we are 
using today six times the amount of crude oil that we are discovering. 
Do you think that is a fair estimate that General Thompson made? 

Mr. Rarueonr. He said we are today using six times more than we 
are discovering ? 

Mr. Youncer. That is right; in this country. 

Mr. Rarnusone. My arithmetic has a little difficulty with that. 
Right offhand, I think, I cannot answer that question, because it 
doesn’t at the moment strike me as being the right figure, but I would 
have to think more carefully, and look at the figures, about it. 

What he undoubtedly, I think, was trying to convey was the thought 
that we have not been discovering enough oil in the United States 
for quite a few years now, to hold our reserve of oil at the same level; 
in other words, the reserve of oil related to demand for production 
has declined. 

We have for a great many years in this country had a figure for the 
reserve of oil underground which, related to the current production, 
that came out somewhere around 12 years of supply. 

Now that relationship or ratio of reserves to current demand for 
oil is declining, which means that we are not discovering enough, have 
not been in the last several years discovering enough oil in this country 
related to the increased demand to hold the reserve position on the 
same ratio. 

Mr. Younger. Well, he used 

The CuatrMan. Will the gentleman yield? 

Mr. YounceEr. Yes, sir. 

The Cuatrman. I may have misunderstood General Thompson 
myself, but I got the impression what he tried to convey was that the 
increased discoveries of proven reserves over the last year, above the 
consumption for that year, was one-sixth of what we consumed during 
that year. 

Mr. Youncer. I mentioned there the expression 6 percent, and he 
corrected me in the testimony and said, “No; I said 6 times, they are 
using the oil 6 times as fast as we are discovering it.” I checked it 
again, 

Mr. Rogers. Would the gentleman yield? Was he not talking about 
just last year? 

Mr. Youncer. That is right. 

Mr. Rogers. Last year. It is true, I think, if it was carried out, 
we would find in the past several years that the reserves have been 
expanded measurably, but his figures had only to do with 1 year’s new 
discoveries. 

Mr. Youncer. That is all right—1 year. But what I am getting 
at is, if that is true, it is different than what has happened in the 
past; otherwise, we would not have had the great increase in ow 
known reserves. And is it not possible that this lack of price of crude 
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oil has somewhat, as shown in the last year, stopped some of the 
exploration ? 

Mr. Rarupone. Well, that is unquestionably true. The studies we 
have made of activ ity in the industry have indicated a decline in the 
exploratory activity in the last year, or more than the last year, cer- 
tainly in the last year. 

By that I mean that the number of seismograph crews and the 
number of exploratory parties that are searching for new oil deposits 
in this country has declined within the last year or year and a half. 

Now the reason it has declined, I think, is very largely because of 
the fact that the current price for oil, related to the cost of that kind 
of work, has not been sufficient to give adequate incentive. 

Mr. Youncer. That is what I wanted to develop. 

Mr. Rarupone. Yes, sir. 

Mr. Youneer. I think that is a fact which has not come out clearly 
in the testimony so far. 

Mr. Rarupone. It is a fact. 

Mr. Youncer. Now, passing to another phase, and I know nothing 
about it except what I read in the paper here, are you familiar with 
the Arabian-American Oil Co. relations with King Saud of Saudi 
Arabia ? 

Mr. Ratrueone. Yes, sir; I am familiar in a general way with them. 

Mr. Youncer. This story would indicate that by an arrangement 
with the King, the Aramco Co. is paying $325 million as a tax, which 
is deductible by the Aramco Co. in their relationship with our tax 
department; while if they were paying a royalty for the oil, that 
would not be deductible. Is that a fact? Would not the royalty, 
payments on royalty, be deductible the same way that you would pay a 
tax? 

Mr. Rarupone. No, sir 

Mr. Youncer. They are different? 

Mr. Rarueone. They are different. The situation with the Aramco 
Co. is this: That under the concession contract in Arabia, they are 
required to pay to the Ar: abian Government a total of 50 percent of 
the profits accruing from the activity, and in that 50 percent, credit 
is taken by the Arabian Government for the royalty payments. 

In other words, the royalty is so many millions of dollars, and then 
to make up their 50 pere ent of the total profits, they impose an income 
tax upon the Aramco Co. which is enough to give them 50 percent of 
Aramco’s profits. 

Now, under the present United States tax laws, there is a credit 
against United States tax for foreign tax paid. But there is no 
credit for royalty. 

Mr. Youncer. Is that a similar arrangement that you have with the 
government down at Caracas, I mean your oil wells there ? 

Mr. Rarusone. Well, it is similar; yes, sir. It is not identical, be- 
cause of the fact that the royalty rates are somewhat different, and 
there are other minor differences, but in general the law requires the 
payment of 50 percent of the proceeds to the government in the form 
of royalty and income taxes. 

Mr. Younger. In both forms? 

Mr. Rarnsone. Both forms. 

Mr. Youncer. That is the Creole Co.? 

Mr. Ratrupone. Yes, sir. 


me 
sal 


eff 


aia 


to | 
of 
( 

to 
the 
rec 
] 
rel: 
tin 
] 

of 
Mi 
pre 
one 
the 
bee 
I 
tha 
Ve 
} 
is a 
h 
con 
hig 
Iw 
I 
Mr. 
the 
cTeé 
litt] 
gas 
whe 
tou; 
of t 
T 
ean. 
com 
you 
cost 
wel] 
are 
Stat 
T 
pro; 
evid 
just 





1e 
its 
if. 
of 


rd 


ng 
ith 
di 


mM. 
ant 
2 

Ci 
tax 
hat 
ty, 
va 


neo 
are 
LOE 
elit 


hen 
ome 


t of 


edit 
; no 


ithe 


* be- 
and 
; the 
form 











PETROLEUM SURVEY 349 


Mr. Youncer. In other words, the relationship with the Govern- 
ment of Saudi Arabia and the Venezuelan Government is almost the 
same ¢ . 

Mr. Rarneone. It is quite similar with respect to the financial 
effects ; yes, sir. 

Mr. Youncer. That is all, Mr. Chairman. 

The CHarrMan. Mr. Jarman? 

Mr. Jarman. Mr. Chairman, I think the question that I would like 
to ask Mr. Rathbone would deal with a comment that your statement 
of yesterday made as to imports. 

On page 8 you refer to the total imports of Middle East crude oil 
to the East and Gulf coasts of the United States, and indicate that 
they were about 275,000 barrels per day; that they have been steadily 
reduced so that by January they were down to 30,000 barrels per day. 

I would be interested in hearing a little more about the 30,006 bar- 
rels as to the justification for the importation into this country of a 
time of such crisis over in Europe. 

Mr. Ratueone. Well, I cannot give you, Mr. Jarman, the details 
of that, because I suppose the details of that are only known to the 
Middle Kast Emergency Committee. I can speculate that there are 
probably some tanker arrangements or contractual arrangements of 
one kind or another which relate to that small amount of crude that 
they just cannot get out of quickly, but I can’t give you the details 
because I don’t know. 

Mr. Jarman. I wondered if they were the same type of imports 
that you indicate Standard of New Jersey is still importing from 
Venezuela. 

Mr. Rarupone. No, sir. I don’t think that, as far as I know, there 
is any specialty crude coming from the Middle East. 

Mr. Jarman. A good many of us in Congress have been greatly 
concerned about the impact of that high rate, at least some of us think 
high rate, of imports on domestic exploration and production, and 
I was interested in hearing your comment on that, 

I would like to say, Mr. Chairman, a word of commendation to 
Mr. Rathbone for what seems to me a very convincing statement on 
the general question of our hearing, as to the question of price in- 
crease. The questions have been many and varied, and I have very 
little to add to that except to say some of us who come from oil and 
gas areas have been in contact for a long time with men and women 
who are in the business out there, and who have been having a very 
tough time of it in terms of exploration and production and in terms 
of the need for an increase in the cost of a barrel of oil. 

The thing that I regret, sir, is that more people in our country 
cannot hear the kind of evidence that I think you have given this 
committee; the kind of evidence that, for example, is on page 5 of 
your supplemental statement today, in which you point out the average 
cost of oi] wells drilled in our country in 1948 was around $49,000 per 
well, and that today, because of higher prices in so many things that. 
are a part of the oil industry, the average well sunk in the United 
States today costs $71,000. 

The thing I regret is that there has not been a better publicity 
program in bringing this kind of, it seems to me, strongest kind of 
evidence to the people of our country, and the world, in terms of 
justification for the price increase. | 
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I wonder if you would comment on this, though: It does seem to me 
that in many respects, from a standpoint of reception by the public 
of a long-standing need for a price increase, something that is cer- 
tainly not well understood by the public in our country or abroad, 
that nearly 4 years have passed, as you pointed out, since the last 
increase. Would it not have been better in terms of reception b 
people generally if the increase could have been a little more orndiedl, 
and perhaps staggered, in terms of the increase in labor costs, the 
increase in steel costs, and so on, as those prices and costs increased # 

It seems to me regrettable that that price increase which we now 
have, after about 4 years, could not have been staggered a little more 
in terms of those same rising costs to the oil industry. 

Mr. Ratueone. I might say this, sir, that I think your observation 
is a very pertinent one, and that particular line of thinking has com- 
manded a great deal of attention in my own company within the last 
6 weeks because of just exactly the situation that you have outlined. 
We feel that probably we are thinking in terms of waiting too long 
to make these kind of moves. 

If they were made more gradually as the cost picture increases, such 
as is followed in some other industries, other major industries, that 
it might be a thing that would be more understandable and more 
acceptable to the general public. 

I cannot say too strongly that I feel that the oil industry in no way 
is immune to the effects of higher costs. There is nothing in the oil 
industry which leads to the situation where we can absorb those costs 
when steel and automobiles and the farmers or anyone else can’t. 

As those costs come along, they have to be passed along in higher 
prices to keep the industry moving forward, but traditionally, for 
some reason or another, the oil industry has seemed to be reluctant 
to make these moves which absolutely are essential, except at rather 
scattered or, rather, extended intervals. I should say, and probably 
that is a bad policy from a public relations standpoint. 

Mr. Youncer. Will the gentleman yield for one question there? 

Mr. JARMAN. Yes, sir. 

Mr. Youncer. I notice every time the steel industry writes a new 
labor contract, they immediately raise the price of steel, and I have 
not seen any Congressional investigation of those increases. That 
might be the tip-off. 

Mr. Rarupone. Well, you gentlemen are certainly touching on a 
subject, as I mentioned a minute ago, which has commanded a great 
deal of study and thought in our own company in the last 6 weeks. 

Mr. Jarman. Thank you, sir. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Avery? 

Mr. Avery. Mr. Chairman, I think every question, almost, that 
could have been asked has been asked at least once, and probably three 
or more times, in these 2 days. So I will limit my questions; and 
when I say I will limit, I really will. 

First, I would like to commend you on being a very patient as well 
as a very helpful witness to our committee. 

Mr. Rarusone. Thank you, sir. 

Mr. Avery. My question revolves around mathematics very much, 
and follows along a little the same line that my friend from Okla- 
homa, Mr. Jarman, did in his question. 
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By a little arithmetic, it would appear to me that the increase in 
the price of crude that occurred in January amounted to about 1.1 
percent, something like that. By raising the price of gasoline on the 
same method of computation, it would appear the price of gasoline 
increased about 4 percent, and because of the—I believe fuel oil, in 
this area anyhow, went up one cent, so it would follow that because 
it was about half as expensive, that would have gone up about 8 per- 
cent. 

You pretty well sold me on the necessity for an increase in the price 
of crude. There has been some doubt arisen in my mind, maybe, if 
there was not an overly shift of that increase in cost to the consumer 
on the end products. Have you any comments on that? 

Mr. Ratueone. Yes, sir. 

In the first place, I think the decimal point there says that the 
increase was about 11 percent instead of 1 percent. 

The increase in crude oil was about 11 percent. Insofar as the in- 
crease in the price of products was concerned, as far as ESSO Standard 
Oil is concerned, who was the leader of the higher product price in the 
Eastern Seaboard area, they calculated the amount of the increase in 
the cost of crude oil to that company, and they calculated that Ty 
should recover that increase or had to recover that increase in total, 
because of the fact they had no margin left in their refining operations 
to absorb that additional cost. That was a very substantial cost. 

The question then arose as to how it should be distributed amongst 
the various products, and they decided that they would attempt to dis- 
tribue it equally, or as equally as possible, amongst the various prod- 
ucts, and that was the basis upon which the price was increased. 

The total amount of the price increases on all the products was, as 
nearly as they could calculate, exactly equal to the increase in the 
cost of the raw material. 

Mr. Avery. Well, I think that very fully answers my question. 
When you shifted that decimal point on me, you answered my question. 
It dissipated my question. 

Thank you, Mr. Chairman. That concludes my questioning. 

The CuarrmMan. Mr. O’Brien ? 

Mr. O’Brien. Mr. Chairman. 

I would like to say to Mr. Rathbone that I concur in what Mr. 
Jarman has said. I think your endurance and frankness in these last 
several days have been remarkable, and I find myself in the same 
position as Mr. Avery, with a new understanding of the word “de- 
pletion.” 

I had many questions to ask 2 days ago, and I find that my reserve 
is practically gone. Of course, that is due to the alertness of my senior 
colleagues and your own frankness. 

I notice that many of the questions dealt with the price increase. I 
have no new ones to ask except this: You did state that the earning per 
share, I believe, last year was 4 percent, is that correct ? 

Mr. Rarueone. The return on the value of the stock, the dividend 
return. 

Mr. O’Brien. Yes, the return on the market value of the stock. 

Mr. Ratupone. Yes, sir, was roughly 4 percent. 

Mr. O’Brien. Yes, sir. Could you tell me roughly how many stock- 
holders there are in your company ? ; 
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Mr. Ratrupone, Yes, sir. We have approximately 400,000. 

Mr. OBrten. 400,000. 

Now, while I realize the price impact on the consumer is very impor- 
tant, and a very proper subject for study by this committee, I think 
that the real problem, the major problem, is the effectiveness ‘of oil as 
a weapon in a cold war or a possible hot war. 

I think that is our overwhelming problem today. You stated in 
your opening remarks you believed the oil industr y has done a very 
good job in dealing with the problem in the Middle East, and for your 
own company you said you were proud of your accomplishments in 
that respect. 

After listening to your testimony, I think you are justified in your 
pride, but I would like to ask this question: I think all of us have 
reason to believe that the grand design of the Russians contemplates 
a shutting off at will of ‘the oil from the Middle East. In other 
words, I think tl vey would like to say to Western Europe, “If you 
are good, we will give you oil. If you are not good, we will shut it 
off.” 

I think that is pretty obvious, whether they operate directly or 
through their friends. 

Now, in effect, this has been a challenge by the Communist leaders 
to our very system, our free enterprise system. Your industry has 
picked up that challenge. 

We have used various percentages here in the testimony, and I 
would like to know if you believe very definitely that we can indefi- 
nitely continue to supply at least 80 percent of the needs of Europe, 
assuming that the Suez Canal situation or crisis might continue for 
a long time? 

Mr. Rarneone. I don’t want to try to pin you down as to what 
you mean by a long time, but I would like to answer your question 
this way: that I feel that we have today enough reserve producing 
capacity in the United States, and most partic “ularly since we have 
this higher crude oil price, which I am quite sure will be an incen- 
tive to increased activity in the oil industry of the United States, 
I think we have enough crude reserve in this country to supply 
Europe with the amount of oil that we are now supplying them, 
which will give them about 80 percent of their requirements, for a 
fairly long period. 

Now, i “don’t want to try to pin you down, and I hope you won't 
try to pin me down, but when I say a fairly long period, I am think- 
ing in terms of years and not in terms of months. 

Mr. O’Brien. Yes. That is what I was interested in, in terms of 
years, without going into the number of years, because I know 
that you could not do that. 

Mr. Rarusone. I would certainly hope that we could find more 
oil than 80 percent for Europe. I think they will need more. 

Mr. O’Brien. That was my second question. 

Mr. Ratupone. Yes. 

Mr. O’Brien. You seem to be fairly firm in your belief we could 
continue to supply the present amount, which is about 80 percent 
of need without progress, and so forth. 

Mr. Rarnponr. Yes, sir. 
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Mr. O’Brien. Do you believe that the prospects are fairly bright 
that for some period of time, perhaps months, perhaps a year or 
two, that we could supply 90 percent or even 100 percent of those 
needs ¢ 

Mr. Rarugone. Yes, sir, I think we can supply 90 percent. 

Mr. O’Brien. Well then, it would seem to me that so far in this 
battle between the Russian grand design and what your industry can 
do in this country, that while we are not ahe: ad, we are approaching 
that point. 

Mr. Rarueone. I think we have definitely handed a setback to the 
people who might have hoped that Europe would fall on its face. 

Mr. O’Brien. Yes. 

Thank you very much, Mr. Chairman. I have no further 
questions. 

The Cuarrman. Mr. Alger? 

Mr. Auger. Mr. Chairman. 

Mr. Rathbone, unlike my colleague on my right here, I feel there is 
an embarrassment of riches; there are too many questions to ask 
which I would love to ask. I am going to ask some of them, but I, 
too, shall limit myself. I have been waiting a long time for this. 

L would like to just run back over your statement. I have been 
doing my home work, too, and I would like to run over your state- 
ment and pick up some loose ends, some things that have not been 
asked, just to satisfy some of the many blanks in my own thinking. 

On page 5 of your first statement, you mention some of the accom- 
plishments behind the fast-moving story of trying to meet this new 
oil dilemma in the Middle East, and you mention a number of things 
I would like to ask about, but mainly you mentioned this term “re- 
activating shut down facilities.” What are those ? 

Mr. Rarusone. Those principally refer at this time, at the time 
this was written, to the activation of some pipeline facilities that 
were shut down, and the activation of some deep-water terminals, 
tanker terminals, which had been shut down. 

Mr. Auger. Was that for lack of business? 

Mr. Rarupsone. Well, it was largely because, I think, of obsoles- 
cence, 

Mr. Axcer. I see. 

Mr. Rarupsonre. They had become obsolete and had been shut 
down, and when this thing hit, why, they were brought back to life, 
because they hadn’t been dismantled. 

Mr. Aucer. Was there much in the way of reversing pipeline 
flows? That is the first time I have heard that said in these hear- 
ings. 

Mr. Rarnpone. Yes, sir, I believe there were three cases of that in 
Texas, where pipeline flows were reversed, and that reversal per- 
mitted the accumulation of crude at another point where there was 
surplus capacity in the outlet pipeline. 

Mr. Aucer. I would like to look into these further at another time. 

[ notice today in relation to this thought about additional ways, 
in the typical American use of ingenuity, to try to meet this situa- 
tion that you are mentioned or your company is mentioned, relative 
to bypassing the Suez—this is out of the morning Wall Street Jour- 
nal—with a parallel line or a pipeline, as it says, to bypass the Canal. 
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Is that solution to the situation economically feasible ? 

Mr. Ratusone. Well, of course, sir, there are several projects, in 
our mind at least, with respect to new pipeline facilities to move 
Middle East oil to Western Europe. That particular one, to my way 
of thinking, is one of the least desirable ones. 

I think that a much more desirable one would be to bring oil out 
through Turkey to the eastern Mediterranean in a large-diameter line 
that would tap at the origin point practically all of the major oilfields 
in the Middle East, and the reason is that it is a much more economical 

matter to do that than it is to transport oil from the head of the Persian 
Gulf to Suez and then discharge it and pipeline it through the 125- 
mile pipeline, and then put it back on the ship again. The other is a 
much more economical activity. 

Mr. Acer. I see. You know as a businessman, you are trying to 
second guess what you call very nicely the politics al end of this opera- 
tion. Are there other things that your company is engaging in, other 
than this, that you can tell us about, or has this pretty w ell covered it. 

Mr. Rarupone. Well, the principal thing we are interested in, that 
T am interested in and my company is interested in at the moment, is 
this pipeline question I have just commented on. We think that there 
is an economic reason and justification for such a pipeline, and we 
think that it will also be a very useful thing from a political stand- 
point. 

Mr. Axcer. Iam goingtorunon. I would like to follow that. 

It looks like we are by] passing Mr. Nasser there, too, if we can do it. 
But getting on to page 6, I notice in the second paragraph you have 
nentioned, and very well explained, the difference between the 80 
percent of supply now and the early 92 percent to the Continent, 
and you mentioned in the second paragraph that during the early 
period in the crisis, the oil companies pulled down stocks to make oil 

available. 

You commented earlier today on this and used these words : “Stocks 
are exhausted.” 

Now, that is out of context, and I know it may not be entirely correct. 
But my question is: Are our current stocks on hand dangerously low, 
or not ? 

Mr. Ratuevone. No, sir. If I said stocks were exhausted, I would 
surely like to correct the record, because that is not true. 

Mr. Arcrr. Well, this was in relation to—I was taking it out of 
context. 

Mr. Ratruronr. What I should have said and what I would like 
to say is this: That with relation to crude-oil stocks, the crude-oil 
stocks in the United States today, according to the last figure avail- 
able, are down to approximately 250 million barrels. That is the 
lowest figure that I know of that any responsible company has esti- 
mated as being the minimum working stocks for the United States 
crude-oil supply. 

Now, because we are down there, I don’t in any way feel that we 
are in a dangerous or precarious situation, but if the stocks would 
continue at that level, I think there would arise in the oil industry 
difficulties and some interruptions and upsets in the smooth flow of 
crude oil. 

Mr. Arcer. What figure should that be, do you think, for safety ? 
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Mr. Rarusone. I think at this time of the year, that it probably 
ought to be as much as 270 million barrels. 

Mr. Acer. Dropping further down on the page and thinking now 
in terms of your expression here, “the price at which a barrel of ‘crude 
was being sold was no longer sufficient to meet the cost of replacing 
that barrel thr ough new exploration and discovery,” there is the dan- 
ger, even with oil depletion, without a price increase, that the oil 
industry would economically be forced to give up partially at least 
exploring for new oil; is that not correct? 

Mr. Rarnponr. Y es, sir. As I said a while ago, there has been a 
decline within the last year or year and a half in the level of explora- 
tory activity in the United States. And I don’t believe that that can 
be attributed to anything except the unwillingness on the part of some 
people who otherwise would do that work, to do it on account of the 
price-cost relationship. 

Mr. Arcer. Now, in relation to the figures you gave earlier today, 
which the gentleman from Oklahoma repeated, that the cost per well 
of $49,000 going up to $71,000, there has not been any corresponding 
increase, of course, of oil depletion in this increased price now, has 
there ? 

Mr. Ratupone. No, sir. 

Mr. Ager. Speaking about the oil shortage which ties in with 
depletion as I see it, General Thompson appeared before us and I 
was privileged to ask him as I had earlier asked Mr. Stewart of the 
Interior Department on this matter of oil reserves, I am new on this 
committee, so it interested me and the thought that Mr. Stewart had 
said, just to bring you up to date on this, that the United States has 
used 60 percent, the Middle Bast has used only 5 to 7 percent of known 
reserves. 

General Thompson, when queried on this, pointed out that the 
oil situation as he saw it, while it is true there might only be a 12- 
or 15-year supply on hand now, according to current use against 
known reserves, that he has known that to be the case ever since 
the twenties, that we have continually explored and gotten more oil. 

Now I just wondered with that background, of what we have 
heard in this committee, what you think now relative to the current 
cost of exploration which you ‘have shown has almost doubled, and 
the current situation on oil depletion, what is your viewpoint? 

Are you just as interested as ever in continuing to explore? Do 
you think you need more incentive or do you think that you need the 
oil depletion ? 

Mr. Rarnpone. Well, I certainly think that if the depletion allow- 
ance were eliminated or reduced, that it would have a terrific impact 
immediately upon the willingness of thousands of people to conduct 
exploration for oil deposits. 

Mr. Auger. Well, that is something many of us feel and have been 
unsuccessful, I feel, as a matter of principle in telling other people 
who understand the oil industry even less than some of us. 

Now referring to something that General Thompson said since 
you have oil wells in Texas and a lot of oil underground. He pointed 
out something about the conservation principles in Texas that have 
resulted in great additional yield from the known fields, instead of 
indiscriminate pumping. 
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You, as I understand it, have expressed the thought that you would 
like to bring more oil out of the ground more quickly. 

Do you favor and believe in Texas oil-conservation practices or prin- 
ciples as they are practiced ? 

Mr. Raruzons. Well, there certainly isn’t any question about that, 
Mr. Alger. I think that the conserv: ation legislation that exists in 
the various States, where it does exist, in this. country, has probably 
been one of the finest things from our national security standpoint and 
the welfare of our people that we have ever had. 

Because I am quite sure that that has resulted in the recovery of 
more oil in the United States by probably a third or more than we 
would have gotten without it. It is really still very distressing to 
us as oil men to have to say to you that when we find an oilfield today 
which might have, let’s say, a million barrels of oil imbedded in the 
sedimentary rock or the sand or the limestone down underground 
that the best we can get out of that oil today is about a third, maybe 
40 percent. 

It varies from field to field but on the average it is about in that 
range. 

The rest of it stays down there. 

Now the conservation legislation in the various States is aimed to 
increase that percentage, and there can’t possibly be any doubt in 
anyone’s mind who is familiar with the thing that it has achieved that 
purpose. 

Mr. Atcer. Do you think you could pump more oil out more quickly 
than is now being pumped and still maintain the conservation 
principles? 

Mr. Ratusone. Oh, yes. The reserve or surplus producing capacity 
figures that are constantly used in discussions of this question are 
predicated on the assumption that the additional production of a 
million and a half or two million, whatever the figure may be, barrels 
a day, can be produce within the best known means of conservation 
that we know today from an engineering standpoint. 

Mr. Axcer. But this slowdown is partly because they want to dis- 
tribute it throughout all the wells, is that not correct ? 

Mr. Ratusone. Which slowdown do you mean ? 

Mr. Ateer. Well, the limitation by the Texas Railroad Commission, 
as I got the picture, to permit increased production was partly depend- 
ent on the fact that production is computed throughout all of the 
wells. 

They are all given a pro rata. 

Mr. Rarupone. Well, all the wells in each field are evaluated from 
the standpoint of what they can produce within the limits of maximum 
efficient rate of production, and that represents the maximum that 
each well can produce. 

Now, the allowable says to the operator, “You may produce so many 
days in a month at no more than that rate.” If the rate for example, 
efficient rate of production of a well ths at you own in block 12, is a 
hundred barrels a day, the commission’s allowable order will say to 
you, Mr. Alger, you may produce that well at a hundred barrels a 
day, no more for 15 days or 16 days or whatever it maw be. 

Mr. Arerr. Yes. 

Relative to your comments on page 70 the increased costs, I have 
been conscious, as many citizens have, I think about the fact that 
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every cost of living increase in this country, there has been a corre- 
sponding escalator clause or a built-in increase for many working- 
men’s wages. ; 

Now, what percentage of wage increase has there been in the oil 
business without any corresponding price increase, do you know ? 

Mr. Rarnponer. As far as our own company is concerned, we had 
a 4 percent wage increase in 1953. 

We had a 4 percent wage increase in 1954, and a 6 percent wage 
increase in 1956. 

During that period of time there were no increases in the price of 
crude or products except very minor things. 

Mr. Aucer. Is the workingman’s wages that we are now speaking of 
an appreciable percentage of your total costs? 

Mr. Ratupone. Oh, yes. It isnot 

Mr. Acer. Could you say what percentage roughly ? 

Mr. Rarueone. Or labor factor in the oil industry is not as high as 
it is in many other industries but it is a very appreciable amount. It 
varies from function to function, and probably on the overall, I should 
think that our wage cost in the total cost, dollar cost is probably 40 
percent. ; 

Mr. Arcer. So that was quite an absorption then by the industry, 
wasn’t it ? 

Mr. Ratueone. Between 35 and 40 percent. 

Mr. Arcrr. I want to ask you just a moment on imports. Many of 
us who are new on this committee have heard of the dispute between 
what we have learned to call integrated companies and independents. 

When General Thompson was here we asked him something about 
allowable imports. You make a statement here that I have not heard 
before in these hearings at the end of the third paragraph, page 8 
“These imports.” i 
zuela: 





; ? 
You are speaking now of the imports from Vene- 


These imports are wholly specialty crudes for making wax and asphalt, for 
which there are no United States substitutes. 

Is that a correct statement ? 

Mr. Ratrrpone. Yes, sir. 

Mr. Acer. That this crude oil is of such a nature that we cannot 
duplicate it in this country ? 

Mr. Ratrrpone. Yes, sir; as far as we know there is no crude in the 
United States that is the substitute for the type of crude that we im- 
port from Venezuela to make wax. It is a very unusual type of crude 
with an extremely high wax yield, and the composition or quality of 
the wax which is principally used for making milk cartons and things 
of that type, as far as we have been able to find, cannot be duplicated in 
any American crudes. 

Now, it is perfectly true you can get wax from many American 
erudes, wax is produced from but the yield is very low. The 
quality is not as satisfactory and it would require very, very large 
investments to process, let’s say, a one-half percent of wax out of an 
American crude when this crude has 14 percent of wax in it. 

Mr. Atcer. Do you think the independent operators who seem to be 
particularly critical of the importation are taking that into account ? 

Do they take it into account ? 

Mr. Rarupone. Well, I am sorry, I don’t think that the situation 
that I reflect here is as typical with the other importers. 
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I mean the Jersey company has aimed for many years, ever since this 
question of imports has become such a controversial one, at keeping our 
imports at what we consider to be a reasonable minimum level, and in 
so doing, we have had a very high percentage of those imports in 
this speciality type of crude, not all, but a considerable portion of it, 
probably half or more. 

Mr. Arcer. Do you think as General Thompson said that a million 
barrels a day sounds like a reasonable import quantity ? 

Mr. Ratusone. Well, sir, that question has been raised a good many 
times, and my answer to that is this: That I don’t think I can set a per 
barrel figure on imports. 

I think that the quantity of imports that seems reasonable will vary 
from time to time. I think it would be unfortunate if we tried to 
establish a rigid formula to control imports of oil into the United 
States. 

Our company has advocated for 7 years now that the good judg- 
ment of the importing oil company should govern the level of imports. 

I must say that I think many times that judgment has not been as 
good as it should be, and I think that there have been times in the last 
several years when the rate of increase of imports has been higher 
than it should have been. 

But I certainly would like to leave the feeling with you that I think 
that a reasonable level of imports is highly desirable for the United 
States. 

Mr. Ateer. I am going to skip along and I am almost finished. On 
page 2 of your statement this morning, “while our profits have in- 
creased 31 percent from 1951 to 1955, our gross investments have in- 
creased 47 percent.” 

Would the logic of that statement then be that the figures should be 
more in line, the two percentages ? 

Mr. Ratupone. Well, of course, the difference in gross investment 
each year is a reflection of the amount of new capital that is added to 
the enterprise. 

As I have said earlier, I think the significant figure with respect to 
judging the efficiency and the level of profits of a business enterprise 
is the return to the invested capital, al we are finding in our business 
and I think the oil industry generally in the United States is finding 
that the return on invested capital is in a declining trend. 

Now that simply means that at some stage the willingness and the 
ability to secure adequate capital to keep the oil industry going at the 
proper level is going to be diminished. 

Mr. Axeer. Do you think this 11.4 that you mentioned a little 
later on here is a dangerous level? 

Mr. Ratueone. I don’t think that the level itself is what I would 
call actually dangerous, but I think that the trend is dangerous, the 
downward trend. 

Mr. Aucer. Well, now you mentioned a 6 to 8 percent return in 
answer to what the gentleman from Illinois, Mr. Springer asked, 6 
to 8 percent return within the United States as against a much higher 
return from outside the United States. 

My question then is this: How are our independent oil people 
going to make out if they have only domestic adie? Are they 
caught in the same squeeze that the big company is, if you are mak- 
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ing 6 to 8 percent and you have got the capital, know-how, and facili- 
ties ? 

How about them ? 

Mr. Rarusone. Could I comment on this? 

You were here this morning when Mr. Springer asked me that 
question. 

Mr. Arcer. Yes, sir. 

Mr. Rarusone. And I got a little bit confused. He was dealing 
with gross investments a trying to relate some figures to gross in- 
vestments. 

Mr. Atcer. Yes, I recall that. 

Mr. Rarugone. These figures that I am giving here are net invest- 
ments. 

What I am speaking of when I made the 6 to 8 percent and I think 
that the 8 was on the high side, was that for new investments in the 
domestic oil industry today I do not believe that you can get more 
than 6 or 8 percent return on those new investments. 

Mr. Acer. That would certainly sound the danger or warning 
note to the independents who are trying to get out here and expand, 
would it not ? 

Mr. Rarneone. It would sound a warning note to anybody who 
wanted to go into the business that wasn’t. already in there with 
some older oil fields to draw on or some lower cost refineries or ships 
to use. 

Mr. Auger. I appreciate that. I am finished and, Mr. Rathbone, 
I want to thank you for being here and the questions that you have 
answered. I have learned a lot. I have no financial interest in oil 
in any way 

IT am like e a lot of Texans that have no oil interest except a healthy 
interest or curiosity as to what are the facts. I have been appalled 
at the ignorance of the mass of people on what oil depletion is, how 
it relates to free enterprise and how any big company is bad because 
it is big and therefore to be attacked. 

Frankly, I admire what your company has done and as I mentioned 
earlier to my chairman we had better not keep you too long. You 
had better get back to your job so that one of the world problems i in 
W ashington can be solved with your help. 

Thank you, Mr. Chairman. 

The Cuatrman. As I suggested to our colleague from Massachu- 
setts, I imagine you would ‘like to strike that remark and say, “lack 
of information.’ 

Mr. Loser. Mr. Chairman, the members of the committee have been 
most generous in their favorable comments upon the testimony of 
this very distinguished man, and in all probability we ought to rec- 
ommend to his directors that his salar y be doubled. 

(Laughter. ) 

Beyond that I have no questions. 

The Cuatmrman. Well for Mr. Rathbone, I will say thank you. He 
probably wouldn’t want to say that himself and I imagine that is 
one remark he would like to have on the record. 

Mr. Raruponr. May I say, Mr. Chairman, that as long as I per- 
sonally don’t happen to enjoy the benefit of the depletion allowance 
that wouldn’t help me very much. [Laughter.] 
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The Cuatrman. Mr. Rathbone, I have a few questions myself but 
in the meantime Mr. Heselton had some more questions. 

Mr. Hesetron. Oh, no, go ahead. 

The CHatrman. Go right ahead; and Mr. Rogers wants a few more 
too. 

Mr. Rogers. I don’t want any more. 

The Cuarrman. All right. 

Mr. Heserron. I prefer to leave it on this very pleasant note. I 
heartily endorse what was said about Mr. Rathbone individually. 

The Cuamman. Does the gentleman care to ask any further ques- 
tions? 

Mr. Heserton. No. 

The Carman. In the first place—well, Mr. Williams has some 
questions. 

Mr. Wuut1Ms. Mr. Rathbone, this really is not my question. It 

vas suggested to me by another Member of Congress who is not a mem- 
ee of this committee. 

On yesterday, I believe you gave the committee some information 
with respect to the relative increases in your costs of operation. 

In giving these figures, you said that your economist used the year 
1948 as a base year. 

Mr. Ratupone. Yes, sir. 

Mr. Witui1AMs. In determining those percentage increases in various 
costs of operation. 

Now, it was suggested to me by this other Member of Congress and 
of course I don’t know just how reliable this information is and as a 
matter of fact he didn’t either, but it was suggested to me that there 
had been a very sharp increase in the price of crude oil about 1945. I 
ask you why the year 1948 was used as the base year? 

Mr. Rarurone. Well, there were two reasons: The first one was that 
as you have just ‘said there was a very sharp rise in the increase of 
crude oil immediately after the war. 

During the war the price of crude oil as well as the price of almost 
everything else was frozen, and of course the exploration for crude oil 
was very limited during the war, and right after the war in common 
with, I think almost everything else, as soon as price controls were 
eliminated, the price jumped up very sharply. 

Therefore, in the oil industry it has become generally accepted as a 
base level the postwar period. 

Now the year 1948 happens to be the median year in 1947, 1948, and 

1949 because those 3 years were averaged together and the year 1948 
proved to be the median year on that so that is generally used in the oil 
industry as a base level for the calculation—for the an: lysis of cost and 
price data, because it is the new plateau or the new le vel that was ar- 
rived at after the postwar spurt in prices. 

Mr. Wr1aMs. Well now, the jump in the price of crude oil fol- 
lowing the war, was it in line with the sharp increases in the prices 
in other commodities? 

Mr. Raturonr. Yes. sir. 

Mr. Wiu1aMs. It was not out of line? 

Mr. Ratueone. It was not out of line, no. 

Mr. Wirriams. Then I assume on that basis, even if you had used 
the year 1944, perhaps, as the base year for determining those figures, 
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the increases would have been very much the same as had you used 
1948, is that right? 

Mr. Rarugone, I think that—I have to speculate in this answer, 
but I believe from my general recollection of looking at these figures 
for many years, that if you take any year practically, within the last 
20 or 30 years, and start from that, the oil will show a perfectly reason- 
ble relationship price increase which is with any other major com- 
modity. 

Mr. Witu1aMs. Thank you, sir. 

Mr. Hesevron. Will the gentleman yield at that point? 

That raises a question in my mind. It has been suggested to me 
too that the selection of 1948 might not truly reflect the facts. You 
will recall I suggested yesterday that at least I would like to see 
these general statements about increase of cost of materials and the 
like put in exact form. 

Would it be too much difficulty to go back to 1940, let’s say ? 

I think you said that you thought the same results sonia probably 
come about if you went back 10 or 20 years. 

Mr. Rarupone. Yes, sir. 

Mr. Hesetton. Would you be willing to go back to 1940? Would 
that be difficult or not? I meant to get back to the price control years, 
1938 or something like that? 

Mr. Rarurone. You are thinking in terms of what might be con- 
sidered as an average prewar year. 

Mr. Hesevron. Yes. If we could bring it up from there, I think 
it will be more helpful. 

Mr. Rarusone. We could take 1938, for example. 

Mr. Hesetron. Would that be satisfactory 

Mr. Rarueone. Well, it is a couple of years before the war started. 

Mr. Hesevron. I would like to see it. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Williams? 

Mr. Witu1ams. One more question on that: I presume that the 
premise for using 1948 was that by that time the unstable postwar 
economic conditions had virtually leveled off ? 

Mr. Ratupone. That is correct; yes, sir. 

Mr. Witit1Ams. And the country was, to some degree, approaching 
the state of normalcy ? 

Mr. Rarnpone. Yes, sir; that is exactly right. 

Mr. WiiuraMs. Thank you. 

The Cuamman. Well, it was about that time actually in the recov- 
ering after the war years that the economy started going, and the 
Korean war expanded it further and it has kept going ever since. 

Mr. Rarusone. That is exactly what happened, Mr. Harris. I re- 
member very clearly the estimates that the oil industry was making, 
I mean by the oil industry. We were making, and others were mak- 
ing, the same kind of estimates, that the demand for oil which had 
built up during the war to very impressive levels was going to drop 
off very sharply because the civilian economy could not possibly use 
that much oil and we were looking for a terrible depression in the oil 
industry immediately postwar. 

Now what happened was that we completely misjudged the speed of 
the recovery, and the demands for oil instead of declining started to 
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increase immediately after the hostilities stopped and haven’t stopped 
since going up. And as you say, Mr. Williams, this—— 

The Cuarrman. We won’t be in a position to say “We told you so.’ 
But I think if it followed the suggestion which was included in our 
reports that came out of this committee in 1948 and 1950, you prob- 
ably would not have been surprised. 

We estimated demand, I think, ahead by 10 years at that time and 
as was read by Mr. W olv erton yesterday and by myself of a few days 
ago precisely what we indicated at that time with respect to this 
problem has happened. 

Before going to that, I want to return to this problem, Mr. 
Younger brought up, to clear up the record about what General 
Thompson evidently meant on new discovery. 

My attention has been called to the fact that General Thompson 
meant in his explanation the discoveries of new reserves, not refer- 
ring to the extensions of already proven reserves. 

Mr. Ratrusone. That I would agree with. 

The Cuarrman. That I think should be cleared up since we men- 
tioned it a moment ago. 

Now, Mr. Rathbone, your company is operating a most important 
business throughout the world, which convinces me that its operation 
has a great de: ul to do with our national security, our problems of for- 
eign relations, our obligations and responsibilities, whatever we may 
have with other nations. 

I have been very much impressed with your explanation of your 
company operations and those of your affiliates, and it has given me 
a broader viewpoint of the importance of that kind of an operation. 

On the other hand, I can understand the concern that it gives our 
Government, particularly the Department of Justice, about antitrust 
provisions, when a number of large companies are permitted to get 

together and pool their resources ‘and facilities to meet a particul: ur 
problem. 

I am impressed with the fact that your company took action getting 
ready for this crisis months before it happened, according to your 
statement that I have read. For that action, and forward-looking 
action, I want to compliment you. 

The MEEC committee was first established or set up in September, 
I believe. 

Mr. Ratneone. It was in August, sir. 

The Cuarrman. You had a meeting, you had another meeting then 
in early September. 

Mr. Rarueonn. That is right. 

The Crarrman. It was in that meeting that the State Department, 
the Attorney General’s Office, the Department of Interior, and the 
members of the committee participated. 

As I understand from your statement and other information that 
committee did not meet again until December when the Government 
activated it. 

Mr. Rarueone. I believe that is right. 

The Cuatrman. Am I correct on that ? 


And what you did in the interim was outside of the operation of 


that committee. 
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Mr. Rarusone. That’s correct; yes, sir. 

The CuatrmMan. Now, in securing the maximum lift for Europe 
and with a tanker fleet, have you been hampered in any way by the 
yrovisions that only United States Flag carriers may transport oil 
from the gulf to the United States east coast ? 

Mr. Rarupone. My company itself has not, but as I pointed out 
earlier we have a very small amount of imports into the United 
States. 

I think that it does interpose problems with respect to the substitu- 
tion of some of that imported oil by United States gulf crude for 
others. 

The Cuatrman. Does the MEEC have any authority whatsoever 
to alleviate any part of that problem ? 

Mr. Raruzone. No. The MEEC has no control over that at all. 
That is entirely in the hands of another branch or function of the 
United States Government. 

The MEEQC, so far as I know, has absolutely no control over that. 

The CHatrman. Who made the decision that the oil shipments from 
here to Europe would be in the form of crude rather than products ¢ 

Mr. Ratrnueone. As far as our own activities are concerned, we 
made that decision ourselves, because we knew so intimately what the 
needs in Europe were. 

With respect to the MEEC activities, I, of course, am not a member 
of that but I am quite sure that the plan of action which they devel- 
oped as the result of the discussion amongst all of the members of the 
committee and appraisal of the information and data and statistics 
that they accumulated would lead them to establish the plan of action 
which would call for a preponderant shipment of crude and fuel oil. 

So I am sure that the decision with reference to the plan of action 
which was made in the MEEC committee would call for that. 

The Cuarrman. Well, could you go a bit further, and amplify your 
statement as to refinery runs in Europe, while the refinery runs are 
cut back here in our country? How about that? 

Mr. Rarupone. Well, the principal reason is that the E uropean 
refineries basically are designed to manufacture what we call in this 
country a relatively low yield of gasoline, and a relatively high yield 
of fuel oils. 

Therefore, if crude is put into those refineries, the composition of 
the output of the refineries is tailored more closely to the market needs 
than would be the case if a barrel of crude were run through an Ameri- 
can refinery, to meet that same European market. 

So that if we did run through American refineries crude oil to meet 
the European demand it would inevitably result in a very high surplus 
of gasoline against the European needs and a very considerable short- 
age of the various grades of fuel oil against their needs. 

The Cuarrman, Do you have refineries in Europe? 

Mr. Ratrupone. Yes. 

The CnamrrmMan. How many? 

Mr. Rarupone. We have 1 in England, 1 in France, 1 in Germany, 
in Belgium. 
I think Mr. Moore is going to help me here. 
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We have 1 in England, 1 in France, 2 in Belgium, 1 is very small— 
so small I hardly remembered it. 

We participate as a part owner in three refineries in Italy. 

And we have a very small refinery in Norway. 

An extremely small plant. And we also have a share interest in 
the refinery at Tripoli. 

The CHarrMan. You have 1 in England ? 

Mr. Ratrupone. We have 1, a large refinery there—the largest one 
we have in Europe is in England. 

The Cuarrman. Can you tell me whether or not as a result of this 
crisis, that the relationship between our country and England has 
been somewhat strained over this problem ? 

Mr. Raruzone. There undoubtedly has been at times a feeling of 
frustration and I would say even some resentment in some parts of 
Europe with respect to this situation. 

I do not believe that it has resulted particularly from a feeling that 
the American oil industry was not willing to give them the oil and 
make the oil available. I think it probably stemmed a little further 
back from the very definite feeling of animosity that arose between our 
country and France and Britain after the Suez incident. 

There was a very high level of feeling there against the United 
States in those countries at that time. I think it is dissipating very 
steadily. 

I think when the oil crisis came along that some of the statements 
that were made with respect to our apparent unwillingness to make oil 
available to them was pretty much just a carryover of ‘the Suez feeling. 

The Cuamman. There have been a good many inquiries here about 
the 1-cent increase in gasoline as the result of the increase in the price 
of crude and the products. 

Do you know what the increased cost of gasoline per gallon has 
been since this emergency ¢ 

Mr. Ratrueone. In Europe? 

The Cuatrman. In England, for example. 

Mr. Rarurone. Yes,sir. I have some figures on that. 

The CHarman. We are talking about retail prices. 

Mr. Rarnponr. Yes. I have some figures here on that. These 
figures that I have here represent the price of gasoline in London, 
England. 

The Cuairman. All right. 

Mr. Rarueone. And this is February 5, 1957, for Esso Extra in 
London it was 71 cents per gallon. Out of that 71 cents, the tax and 
duty was 40.6 cents. 

The dealer’s margin- 

Mr. Haue. Rather a high tax. 

Mr. Rarueone. Yes, sir. That it pretty generally true all through. 
The dealer’s margin out of the 71 cents was 6.3 cents. 

The increase in price, Mr. Chairman, which that represented since 
the Ist day of November, was 16.4 cents. In other words, the price 
prior to November 1 was about 55 cents a gallon. 

The Cuatrman. In other words, they have rationing in England, do 
they not? 
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Mr. Ratueone. Yes. 

The CHarrman. On gasoline products? 

Mr. Rarueone. Quite effective, too. 

The CHarrman. And it is government controlled? 

Mr. Rarueone. Yes, sir. 

The Cuarrman. And prices are? 

Mr. Ratrurone. Yes, sir. 

The Crarmman. And yet, under government controlled prices, 
according to your figures, since November the increase to the consumer 
has gone up 16 cents a gallon? 

Mr. Rarnupone. 16.4. The great bulk of that increase, sir, was tax. 
The government added a tax of over 11 cents a gallon immediately 
after rationing started. 

The Cramman. In other words, in order that the record may be 
clear on it, the increased price to the consumer, regardless of whatever 
increased costs might have been or other factors involved from the 
companies, was only 6 cents? 

Mr. Rarnueone. Well, it was actually less than that because—— 

The CHamman. 5.8, to be exact. 

Mr. Rarueone. I would like to add one more figure to that. The 
increase in tax was 11.6 cents. And the dealer’s margin, that is, the 
service station operator, was allowed an additional cent and a half by 
the Government which is a total of 13.1 cents, that is, increase out of 
the 16.4. 

So that the actual increase in cost was 3.3 cents per gallon to cover 
the extra price of gasoline over here, the price of crude oil, or the 
higher charter rates for ships and all of those things. 

The Cuarrman. I wanted to get this explanation because I have 
a letter written to me which states that the British Government, of 
course, rationed gasoline and the tariff on gasoline to the British 
people increased 14 cents a gallon. 

Mr. Avery. Will you yield to me just for one question ? 

The CHarrman. Yes. 

Mr. Avery. We had testimony the other day that the amount of 
gasoline purchased by Europe was 103 percent of normal. In such 
a situation why would there be a shortage and rationing? 

The Crarrman. I think that is the point. I think perhaps some- 
one might get the idea of what we might expect in this country if we 
had to suffer this kind of Government control operation. 

We, of course, don’t like price control at all under a free market. 
We do not have it under any kind of a market, but you can see what 
can happen where you operate under Government control operation, 
even if you do have 103 percent of the total requirement. 

Mr. Hesprron. Do yon know what the price per gallon of gasoline 
in London was delivered by tanker into the port at that time? 

Mr. Raruronr. At this same time that I am quoting? 

Mr. Hrsrevron. Yes. 

Mr. Raruvonre. [ can get that figure for you, Mr. Heselton. I 
would say basically that it probably was—if it were gasoline shipped 
into the United Kingdom, out of the United States gulf—it probably 
came out of the United States gulf at something like 13 cents a gallon, 
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and the freight on the gulf to the United Kingdom, I expect, would 
be about 3 cents. 

So it probably was landed in England at about 16 or 17 cents maybe. 

Mr. Heseiron. Certainly not over 20 cents? 

Mr. Rarugone. Not over 20, I think. 

Mr. Hesevton. Thank you. 

The Cuamman. While we are talking about the price, I have a 
couple of inquiries here that I want to make. 

Do you have an operation in Massachusetts ? 

Mr. Rarupone. Yes, sir. 

The Cuamman. In Boston? 

Mr. Ratupone. Yes, sir. 

The Cuairman. Would you know about this particular subject of 
the Boston Housing Authority? Iam sure you do sell what is referred 
to as No. 6 fuel oil? 

Mr. Rarupone. Yes, sir. 

The CuHamman. What has been the reason for an increased price 
for No. 6 fuel oil in Boston, if you know ? 

Mr. Raruzone. Well, I cannot give you exactly a specific figure, Mr. 
Chairman, but I can say this to you, that there has been and continues 
to be a worldwide shortage of No. 6 fuel oil. 

It is occasioned very largely by the fact that this terrifically rapid 
increase in demand for this ‘heavy fuel oil in Western Europe has 
come so fast, and the refineries are not able to make this No. 6 fuel 
oil as fast as the demand has grown in the last few years, so there 
is a worldwide shortage of it. 

There are new plants, new refineries being planned, to meet this 
shortage in the next year or so, but we do have a very short position 
all over the world in that product. That has resulted well before the 
Suez crisis arose in a very strong price structure for that particular 
grade of fuel oil. 

The Cuarrman. Is that a heavy oil? 

Mr. Rarueone. That is a heavy oil. 

The Cuamrman. Very heavy oil? 

Mr. Ratuzone. Heavy black oil that has to be heated before it can 
be consumed. 

The Cuarrman. The Boston Housing Authority states that since 
June No. 6 fuel price has increased 64 cents per barrel. 

Mr. Rathbone, would you say that would be approximately correct ? 

Mr. Raruzone. Yes, sir; I think that is probably right. 

The Cuatrrman. They « onsider this increase a terrific financial drain 
for public housing low-rent operation. This increase amounts to 
approximately $150,000 for 1 year over quoted price of last June. 
They desire to register their objection. 

I wanted to pass that along to you because I was requested to do it. 
It comes from my colleague, Mr. Wigglesworth. 

Mr. Raruzone. I might say 

The Cramman. I say that in explanation of it. 

Mr. Rarupone. I wish we had more No. 6 fuel oil so that it could 
be reduced instead of raised. It is a very serious shortage. 
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The Cuatrman. But you do think there are facilities being con- 
structed now, and you are expanding the facilities for this ty pe of 
fuel oil? 

Mr. Raturone. We approved an investment program of about $200 
million to increase the production of No. 6 fuel oil on a worldwide 
basis for our company. 

The Cuarrman. What particular type of crude is used for No. 6% 

Mr. Rarueonr. Venezuelan crude is the best crude we have for it. 

The CuairmMan. Do we have domestic crude? 

Mr. Ratupsone. We have relatively few or relatively a small amount 
of United States crude that is suitable for making a very high yield 
of No. 6 fuel. The majority of the American crude is what we call 
lighter gravity. It is made exclusively, as far as I know, in the United 
States as a byproduct. 

The Carman. Do you have operations in Mount Airy, N. C.? 

Mr. Rarneonr. Yes, sir. 

The Cuarrman. What is the name of your company there? 

Mr. Ratrueone. Esso Standard Oil. 

The Cuamrman. We have an inquiry which has been transferred 
here in connection with these hearings from our colleague, Mr. Scott, 
in which the Belton Laundry Co., of that little town, is complaining 
about the fact that their prices on No. 6 fuel oil have been increased 
by 63 cents, since last June. Would you say that would be about right? 

Mr. Ratrupone. Yes, sir. 

The CuarrMan. That is per barrel ¢ 

Mr. Ratupone. Yes. 

The CHatrmMan. Your estimate then is that this particular product 
is very short and tight in supply, and that the industry is moving 
to meet it by expanding their facilities. 

Mr. Rarusone. That is correct. 

The Cuarrman. For this type of fuel oil? 

Mr. Rarupone. Yes, sir. 

The Cratrman. Back to an unfinished item now. 

You indicated that your post-Suez supply was something like 450,000 
barrels per day to Western Europe. 

As I understand it, you state in general terms that you met this 
figure, November-December, through shipments around the Cape, 
from Venezuela and the United States-gulf coast; is that true? 

Mr. Rarueone. That is right. 

The Cuarrman. Could you give us the actual figures of your total 
shipments in barrels per day to Western Europe before the Suez 
closing, and for November, December, and January? Do you have 
that available? 

Mr. Rarneone. It will take me a few minutes to dig it out, sir. 

The CuarrmMan. Will you supply it for the record ? 

Mr. Rarnpone. Yes, sir. I will be glad to. I may dig it out a little 
later, if you would wait. 

The CHarrman. The time is growing late. I apologize for keep- 
ing you here so long. You might indicate the source of the ship- 
ments. 

Mr. Raruerone. Yes, sir. 
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(The information to be supplied is as follows:) 


Standard Oil Co. (New Jersey) subsidiary and affiliated companies’ shipnients 
to Europe by source 


[1,000 barrels per day] 











Pre-Suez ! November December January 
1956 | 1956 | 1957 
' 
From United States i 
eee ees asa ee tinidnnddaanawsnind 2 116 | 133 70 
INL, oui. , ce cakbadkionmobehonhin | 9 10 | 13 ll 
Other gasoline- . a la sitesi anal ios een ~— selicadl 13 
Distillate and kerosene...._-.-------------- | 1} 3 | 22 34 
oe, Ee ee sates naghybansipen ibonateanes ol 4 4 
Other products..__- scatman Saaraaaeaan 3 7 5 | 6 
a age 15 | 136 | 177 | 138 
From other Western Hemisphere: 
I Gein e Non ean Ere hi secawamiate | 34 | 82 | 72 | 92 
RING cin non cacescsautseescess 2 | 2 | 5 2 
Other gasoline. se ae penbasesinsennne RE LS eth 1 | 1 
Distillate and kerosene.....---------------- | 79 | 68 | 75 | 38 
OS. ea Ree a S4 125 | 154 | 110 
Other products__- os teennin ehchoemiaain eeOeaa | obi tate aita eRe: Iob8h) Lwin soma Dina aaa pee stl 
altered cleaned Eagles el + 
nh as 199 | 277 | 307 | 24 
<== ————_>=_—_E on Saas [Ss 
From Middle East: | 
Crude oil_- Ti nonnvesniine xuknhianal 421 | 238 | 216 | 210 
Aviation gasoline. Sint whadénotseedeuaiiel saul capidbin danhinid Sehbincieanamatlaaes De Ds ed cals dehai 
Other gasoline- ; ee cd cawarecinieaabdraaamenan eet ae Se ee 
Distillate and kerosene.....--.--- sins Si aledeats Bho cagdcadhdonslduadiesdebaant 8 
Heavy fuel oil_- b csDcedneaan acndhca peel  ) eee eee pbb hoe ebs ities 
Other products__. eae ears ae hade | 
a el weal 426 | 238 216 218 
I ik ih hi, acitinentoRinigecstaeedia 640 | 651 | 700 | 599 
RIO ets hocacessanindeouiendulcwxel 457 436 421 372 
Aviation gasoline. Pee Se ee ee 11 | 12 18 13 
Other gasoline_____- aclncsicituces a taitbhe’ ted bediad tld ted atiesbe< 1 14 
Distillate and kerosene_...........--------- 82 | 71 97 80 
Heavy fuel oil_.......--..---- ee? 87 | 125 | 158 | 114 
Coe PII oo cocccceneccckasapeokens 3 7 5 6 
Risin piccnsieokcennme shame nacional 640 651 700 9 


1 September to October 1956 average. 


The CuHarrman. Yesterday you stated it was your opinion that 
an increase in the price of crude oil had been overdue but certain 
factors had deterred that. You mentioned that the cost of refining 
new oil and production had risen and gave us certain index numbers 
reflecting this increase during the past few years. 

In reply to questions from other members you said the Middle East 
situation was only one factor bearing upon the price increase and 
that even if the canal again were in operation that it would seem 
unlikely that the price would decrease. 

I understood you to say, also, that you believed it necessary that 
the United States price be at this level in order to encourage the 
development of additional reserves in the United States for our con- 
tinuing national interest. 

In view of this I wonder if you could tell us what the present price 
is on Venezuelan crude, and whether or not it has risen commensurate 
with the increase in the United States. 

Mr. Ratruerone. I cannot give you the exact dollars-per-barrel figure 
but I can say to you in gener: al the price of Venezuelan crude has 
risen in proportion to the price increase in the United States with 
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reference to differences in quality. In other words, the Venezuelan 
prite'structure has increased. ' 

The Cuarrman. Then what has happened, if anything, to the price 
in the Middle East ? 

Mr. Raruvone. Nothing has happened in the Persian Gulf because 
there simply is a terrific amount of oil backed up there with no 
place to go. 

And there cert: ainly is no reason that the price should go up there. 

The Cuarrmay. But the price has not risen there commensurate 
with these other prices ? 

Mr. Ratueone. It has not risen at all; no, sir. 

The Cuamman. In reading your statement, do I understand you 
to say that the Government adopted a policy of meeting this require- 
ment for Western Europe, because it was of so much importance 
to our relationship and our national interest, and that your company 
started to rearranging your program to meet that requirement ? 

Mr. Ratrupone. Yes, sir. 

The Cuatrman. Did I understand you to say then that you were 
doing this because this was the Government policy and you were trying 
tocarry it out? 

Mr. Rarueone. Well, of course, our first actions prior to the ap- 
proval of the Middle East Emergency Committee by the Government 
was purely voluntary actions that an individual company followed 
because we were perfectly convinced that it was the right course of 
action to follow. 

After the Government activated the plan of action for the Middle 
East Emergency Committee, we, of course, cooperated fully with 
that committee in carrying the program forw: ard. 

The Cuarrman. Well, in your statement of February 13, you re- 
ferred to the United States Government moving in to help close the 
gap between the demand and the oil supplied, approved the program 
which had been drawn up earlier by the Middle East Emergency 
Committee. 

Mr. Ratupone. Yes, sir. 

The Cuamrman. The committee had been formed at the Govern- 
ment’s request and under its auspices. So then the Government did 
feel that it had an obligation to see that a program was designed to 
meet this particular problem. 

Mr. Raruzone. That is correct. The point I am trying to make is 
this, that the Government did not activate or : approve a plan of action 
to inaugurate the steps to make the oil lift to Europe until December 
he 

Prior to that time, all of the actions that we had taken had been 
simply voluntary actions on the part of one individual company to 
try to take care of its affiliates in Europe. 

‘We know that there was a plan which had been drawn up; that had 
been common krowledge for several months. But the plan was not 
approved for action until the 7th, I think it was—the 7th of December. 

The Cratrman. The 7th of December it became a Government plan 
of action? 

Mr. Rarneonr. At that time it became a Government plan of ac- 
tion which was then entered into by all participants of the Middle 
East Emergency Committee. 
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The Cuarman. And that you as well as the other companies then 
started on your program to carry out that Government plan of action? 

Mr. Rarupone. That is right; yes, sir. 

Mr. Hesevton. Could I ask a question on that? I am not clear on 
the answer. 

The CHarman. All right. 

Mr. Hesetton. I notice in a memorandum that is not your state- 
ment, which accompanied the press release to which you referred, on 
February 13, this paragraph. I am a little confused about the situa- 
tion. 

Jersey’s performance in November and December and January was 
a good deal better than first expected; more than half of all of the 
crude oil was shi pped from the United States Gulf and Caribbean in 
these 2 months. 

I was a little puzzled by that because it refers to 3 months instead of 
December and January. But it referred to that period, I take it, from 
the closing of the Suez—-and correct me if I am wrong—and most of 
the actions taken were initiated before the authorization of, and have 
not required the sanction of, the MEEC. 

Mr. Rarusone. That is correct. 

Mr. Hesetron. I am trying to understand what you said. I thought 
you wanted us to understand that through January, anyway, what 
resulted was the result of plans that had been made or a program 
laid out by Jersey and its affiliates and not by MEEC. Is that right? 

Mr. Ratneone. Well, all of the actions and all of the shipments ‘that 
the Jersey affiliates made through the months of November and the 
early part of December, were made entirely as individual company 
actions and shipments without any Government plan, because there 
was in effect no Government plan at that time on an approved basis. 

That plan which had been, I suppose, on the shelf for several 
months, was activated by the Government on the 7th of December. 

And after the 7th of December, then the Middle East emergency 
program plan of action was in effect. And we, of course, integrated 
what we had been doing through November and the early part of 
December right into the plan of action; so that to the extent that was 
helpful to what we were already doing on our own, why it was done. 

Mr. Heseuton. Could it be said that it was private prior to Decem- 
ber? Then in December it was a combination of private and MEEC 
or Government action for a period thereafter and does not that situ- 
ation prevail today ? 

Mr. Ratueone. Oh, yes. That is exactly what it is. 

Mr. Heserron. Thank you. 

The Cuarrman. If I may pursue this again—the Government plan 
of action went into effect. You integrated your program, all of this 
work that had been done during the time in order to meet it, to see 
that this oil lift was accomplished. 

And as I understand it, your company felt that this was a request 
by the Government to meet this program and it meant something to 
our own Government in national security, and, therefore, your efforts 
had to be emphasized to carry it out. 

Mr. Ratupone. Yes, sir. 

The CuarrmMan. Now, in doing that, does the use of crude rather 
than end products to meet the European needs help the currency 
situation ? 
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Mr. Rarurone. The use of crude from a currency standpoint, I 
think, probably gives the lowest currency drain on the European 
economy of anything they can use, because there is built into the crude 
oil no dollar manufacturing cost whatever. 

The only dollar cost in the crude is the producing cost. There are 
no manufacturing dollars built into it. 

So that to the extent that crude can be put into European refineries, 
they then get the absolute minimum of dollar drain on their economy. 

The Cuairman. Then it goes into the sterling account? 

Mr. Ratupone. Yes, sir. 

The Cuatrman. We won't get into all of the ramifications of that 
now. 

Has there been any problem in dollar oil, transmitting it into this 
sterling economy ? 

Mr. Ratupone. So far the European nations have met all of the 
dollar requirements that have faced them for oil; that is, dollar oil. 
And the indications are that they can continue to do that for a few 
more months. 

It certainly will become a problem with them and a very serious 
problem if the emergency lasts longer than a few more months. 

The Cuarrman. In other words, they are paying for their oil in 
dollars now ? 

Mr. Ratrusone. That is right. 

The Cuarrman. The American and Venezuelan producers are being 
paid in dollars for the oil that you are sending over there? 

Mr. Rarusone. That is right, yes, sir. 

The CrHarrman. That being true, you had to go somewhere and 
get the oil. You came into the gulf coast for part of it. You went 
into Venezuela for as much as you could get there. And you 
brought as much as you could around the Cape. — 

Mr. Ratupone. Yes. 

The Cuarrman. In doing so, you found it necessary to go out on the 
open market and find additional crude ? 

Mr. Rarueone. Yes, sir. 

The CHamman. As you explained yesterday ? 

Mr. Rarwpone. Yes. 

The CHarrman. Could you have gotten that additional crude as 
you did, to meet this Government program and the responsibility you 
had in it, had not there been a posted increased in the price of crude 
in January ? 

Mr. Ratrueone. We do not feel that we probably could. At least, 
our appraisal of the situation at that time was—I mean by that the 
1st. of January—when available above ground stocks of crude oil 
had been drawn down to minimum working levels—where the most 
intensive efforts to develop more purchases of oil had been com- 
pletely lacking in results—and as I say, the Humble Oil Co.’s ap- 
praisal of the situation at that time was that they could not expect 
to get the oil that they needed unless they posted a higher price. 

They felt that was the last means at their disposal to secure the 
oil that they needed and were unable to get otherwise. 

The CHarrman. Just one final inquiry. 

When do you contemplate the Suez Canal will be reopened ? 

Mr. Ratupone. The best information that we have on it right 
now—and this is from the conversation I had yesterday—is that the 
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canal will be opened on the 12th of March for shallow draft opera- 
tion, ballast operation, and on the 15th of May for loaded draft 
operations, if there are no political Sooiinte blocks in the way. 

In other words, from a technical standpoint, the engineers and the 
salvage people who are handling the job say that those target dates 

can be met if they are free to w ork. It is true that there is a delay 
right at the moment because of the principal remaining block ships 
is “apparently loaded with explosives, and the Egyptian . Government 
has been asked to remove the explosives before the salvage crews go 
to work on this ship. 

And because they are afraid to tackle or do not want to tackle 
it or what, I do not know, but they have not yet done that. 

So there is a delay at the moment. 

The CHatmrman. What is being done with reference to increased 
tanker facilities to take care of. any further crisis with regard to 
this matter that might develop in the future / 

Mr. RarHBoNe. ‘T think it is safe to say that practically every 
shipyard in the world today is loaded with tanker orders Srevaah 
1962. 

In other words, the industry is building all of the tankers there 
are shipyards to fill throughout the world. 

We ourselves, the Jersey Co., has on order—already on order—about 

$380 million worth of tankers. 

The CHarrMan. Do you have under order some of the extra large 
tankers that we hear about ? 

Mr. Rarueone. We have not gone to the supersuper size. 

The largest tankers that we have on order today are 46,000 tonners. 
We are not yet convinced that we want the eighties or the hundreds. 

Mr. Hate. What draft are those tankers? 

Mr. Rarneone. The 46,000 tanker will draw roughly—— 

Mr. Hare. How much will they draw ? 

Mr. Rarusone. Will draw roughly 41 feet of water. 

Mr. Hate. What is the depth of the canal ? 

Mr. Rarusone. The canal won’t handle that. The canal draft is 
about, well, I don’t know what it is today, it is ‘pretty badly silted. 
The normal draft is about 36 or 38 feet. 

So a 46,000 tonner cannot go through the canal fully loaded. 

The Craman. In other words, the industry is looking forward 
then to transportation facilities in the future to meet the requirements 
at the place where the demand is? 

Mr. Rarnpone. Yes, sir. 

The Cuatrman. All right. 

And the responsibility ? 

Mr. Rarupone. Yes, sir. 

The Cnatrman. Any further questions? 

Mr. Rocers. There is one question. I think Mr. Rathbone can help 
me out on it. 

I am still confused. 

What is the reason or where does the source of trouble come insofar 
as your picking up oil on the gulf coast in one of your tankers reg- 
istered under a foreign flag? 

As I understand it, you cannot deliver that to the east coast but 
you can deliver it to the foreign port and only to the foreign port. 

Where does that originate? ‘Ts that in your labor agreement 4 
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Mr. Rarneonr. No, sir. It isa law of the United States. 

Mr. Rocers. Yes. 

Mr. Rarueone. That coastwise traffic between the United States 
ports can only be done in American-flag ships. 

Mr. Rogers. Well, but the thing th: at 1 am thinking about is this: 
wouldn't that law be waived insofar as your operations are concerned, 
the same as the provisions of the antitrust law, because of MEEC 
membership ? 

Mr. Rarrpone. I think it could. 

Mr. Rogers. And then if that is waived—is it waived ? 

Mr. Rarueone. It is not now but I think it could be. 

Mr. Rogers. And if it was waived, then there would not be any 
trouble insofar as labor agreements are concerned, would there ? 

Mr. Rarueone. I do not think so. I cannot answer it for the 
American Maritime Union. 

Mr. Rocers. I appreciate that all right. What I was thinking about 
was that it isn’t confined actually—your failure to be able to do that 
at the present time is not confined to labor agreements you now have? 

Mr. Rarupone. No: it is not a labor issue at all. It is purely a legal 
requirement of one of the United States laws, which says that the 
coastwise traffic, maritime traffic between an American port and an- 
other American port must be in American-flag ships. 

But it is not a labor issue today. 

Mr. Rogers. The reason I asked the question today is to bring it out. 
It seems to me that if the antitrust provisions can be waived there is 
no reason why this can’t. 

Mr. Ratrueone. I think you are right. I think it can be waived. 

Mr. Hesevron. I do not want to trespass upon your time and good 
nature any more. But there arises another question I want to ask. 

I would like to go a little further into this. It arises out of this 
increase you mentioned this morning in the allowables by the Texas 
Railroad Commission. 

I checked that against recent information on the ticker and I find 
it to be 210,901 barrels daily. Then I checked it against General 
Thompson’s statement to us, as to the allowables, and as I compute it, 
up to this increase of yesterday, there were increases in January and 
February—I am referring, of course, to the increased allowables—in 
the total amount of 189,832 

With this new increase, as I understand it, the total would be 283,165. 

I was struck particularly about the paragraph with reference to the 
reason for the increased price by your afliliate Humble. 

I call your attention to the phraseology : 

So Humble after exhausting its resources concluded to pay a higher price for it 
was the only way by which its crude-oil supplies could be secured. 

So Humble posted a higher price. 

My impression was that had there been an increased allowable they 
could have purchased the crude and would have done so. 

Was that not a fair inference from that statement ? 

Mr. Ratuponr. No,sir. I think that had there been more generous 
allowables earlier that it might have had some effect on the timing of 
the crude price rise, because it is very obvious, as you have just pointed 
out, that if you had all of the crude that you needed, that at least one 
of the factors which I have recounted to you as justifying a higher 
crude price would not have been applicable. 
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I think it would have affected the timing, although I do not think 
that as I have said several times before, that in my own personal 

opinion there is any question that we would have had to look at a 
higher crude price in 1957, but I think the timing was affected by 
several things. 

Mr. Heseiron. I had that in mind when I read the statement to the of 
committee because there is different phraseology there. After reciting 
the point that Humble, which is your largest domestic producing affili- 
ate, found it could not obtain all of the crude oil it needed, then you =, 
go on much the same way in that press release, Humble concluded, a 
and then there is this new phrase, but the only way by which the addi- h 
tional supplies could be secured was to offer to pay a higher price, 
which is what was contained in the press release. 

And it then concluded, “So Humble posted a higher price.” 

But you have in this later statement said, in view of the long-term 
justification for higher prices, it occurred. 

Mr. Ratueone. ‘Yes, sir. 

Mr. Hesevton. W hy that? 

Mr. Rarueone. I think it was. he 

Mr. Hesetron. I do not think it was in the press release. I com- 
pared it very carefully. However, if you think it was 
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Mr. Ratuegone. I am quite sure that I pointed out in this press i 
conference that we had, the two factors that in my opinion bore on in 
the matter. 

The first was the long-term cost price justification relationship. 

And the second one was the short-term matter of the lack of avail- m’ 
ability of crude, against an insistent demand. in 

Mr. Heseiron. But did not the press release place the main em- ad 
phasis on the fact that Humble could not get crude and concluded to th 
offer to pay a higher price as the only remaining way to get it? 

I am referring to page 5, the last part of the full paragraph, if you fu 
have it before you. 

Mr. Rarweone. Yes, sir. That is correct. I was discussing what 
I might call the second reason for the crude price increase here. ou 

The first one had been covered in the previous page. tin 

And in the second one I was talking about Humble’s efforts to m 
acquire more crude at this particular time. 

And as I say, they had exhausted every means which they knew of to mi 
acquire more crude at that particular time. 

So, finally, they concluded that the only other thing they could try aff 
was to offer a higher price. 

Mr. Hesston. Let me put it to you this way: The new allowables th 
in Texas—I am not trying to single out Texas, because there are others be 
involved in allowables as we all know—and there are variations in the 
amounts granted—but let us say this is State A—the new allowable ho 
1s 3,733, 034. me 

The allowable in January was 3,450,339. as: 

That is over 200,000 barrels a day. 

We have heard a great deal of talk about 250,000 barrels a day being th 
the shortage. ou 

Mr. Rarueone. Yes. ne 


Mr. HeEseEron. May I ask you if you believe if the allowable in 
Januar y had been 3,733,534 barrels, would there have been an increase 
m price by Humble ? 
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Mr. Rarusone. As I say, I think that it would have had-an effect 
on the timing. The chances are that the price increase would not 
have come on the 3d of January. 

Mr. Hese.tron. I appreciate your courtesy. 

"The Cuairman. But the fact would still remain that some 14 percent 
of the allowables have not been taken ? 

Mr. Ratusone. That is correct. I think the insistence of the situa- 
tion developed right after the Ist of January was so keen there was 
a great deal of uncertainty with respect to how badly off Europe was 
going to be, that an atmosphere of great urgency prevailed, and after 
having tried every other means, as I say, the Humble Co. concluded 
that this was the last thing they had to try. And they said, “We will 
try it.’ 

The Cuatrman. In other words, you had to go where the oil was? 

Mr. Ratueone. That is right. 

The Cuarrman. You had to compete with other people? 

Mr. Rarusgone. Yes. 

The Cuatrman. To get the oil that was available, that could be 
brought to the coast. 

Mr. Ratueone. Had the sense of urgency been less urgent at that 
time it is quite possible that the price increase might have been delayed 
somewhat, although my opinion is that it definitely would have come 
in the earlier part of this year. 

The Cuairman. I have just one other thing. 

This morning Mr. Mack brought up a question regarding the MEEC 
minutes that were alleged to be secret and which were published, where- 
in it was reported that your company would benefit by $100 million 
additional profit on the increase in the price of crude as the result of 
the Middle Eastern situation. 

To me that was not fully explained. At least, I did not get the 
full explanation of it. 

Would you care to elaborate on that for my own information ? 

Mr. Rarusone. Yes, sir; I would. The reference is to a minute of 
our executive committee which was secured by subpena. This execu- 
tive committee meeting was held on December the 13th. It was a 
meeting similar to one that we have at the end of every year. 

At the end of each year, we have in our board, our executive com- 
mittee, a financial review and outlook for the coming year. 

This is the close of the consideration of the budget of all of our 
affiliated companies. 

The various affiliated companies come in to New York and discuss 
their proposed budgets with our board, during the months of Novem- 
ber and December, each year. 

They tell us what they need in the way of capital investments and 
how much money they have got to finance those budgets and how much 
money they have to call on the parent company for, for financial 
assistance. 

In order to evaluate and appraise the overall picture at the end of 
the year, when all of the budgets are in, we ask our comptrollers and 
our accountants to make an analy sis, a financial analysis of what the 
next year looks like from a financial standpoint. 

As I say, this is done every year. 
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They report to us their appraisal of what the situation will be for 
the coming year with respect to the generation of cash and our ability 
to finance these budgets. 

When this was done this year we asked them to go back after their 
first report to us, and come back to us with a revised report indicating 
what the effect on our cash availability would be if there were a crude- 
price increase in the year 1957. 

Assuming that it would be i in effect for the whole year, and further 
assuming that: the product prices would fully reflect the crude-price 
increase. 

They did this. They came back to us on the 13th of December and 
made this report to us. And in that report, it states in the second 
paragraph: 

It is estimated that at the present volume of business, the consolidated net 
earnings would rise at an annual rate of $100 million if an increase of 25 cents 
per barrel occurred in the price of crude, assuming that product prices also rose 
accordingly. 

Mr. Hesevron. Also rose what? 

Mr. Raruponet. Also rose accordingly. 

I would like, if I may, to read you the next paragraph in these 
minutes. It says: 

Based on the estimates of future expenditures submitted by the affiliates— 
these are the budgets that I have just mentioned— 


and assuming continuance of the company’s present dividend policy and of crude 
prices at their current levels, the forecast shows that for the first time in many 
years the consolidated group is faced with the prospects of being unable to gener- 
ate, internally, sufficient cash to cover replacements, modernization and expan- 
sion to the degree desired, and no change in this situation is indicated throughout 
the period covered by the forecast. 

That is the next part of the minute. This is not a complete minute. 
If you would like to see the whole minute, I would be very glad to en- 
ter it in the record. 

The CuarrMan. Isit very long? 

Mr. Raturone. No,sir. It isnot. I can read the whole thing if you 
would like to hear it. 

The Cuarrman. You may include it in the record and comment on 
such parts of it as you like. 

Mr. Rarneone. I have read most of it already. 

The Cuatrman. I think it would be well to have the entire minute 
in the record, if you do not mind. 

Mr. Rarueone. I might go back and start at the beginning, because 
I started at the second paragraph. This is a minute of a meeting of 
the board of directors of the Standard Oil Co. of New Jersey on 
December 13, 1956. 

rt ° ry . 

Chere were present 14 directors. That is the whole board. 

Mr. Hesetron. Fourteen what? 

Mr. Ratrurone. Fourteen directors, one of the first times we have 
hada full board. [Reading:] 

The following were among the comments made during the review of the re- 
vised financial forecast, and of the financial needs of several of the affillated 
companies : 

(1) A special study indicates that if the various assumptions hold, it is be- 
lieved that the Middle East crisis will have almost no effect on the overall con- 
solidated earnings outlook for 1956, 1957, and 1958, since the resulting reduction 
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in the earnings forecast for some affiliates will be offset by increases in the 
earnings predicted for others. 

The major assumptions on which this conclusion is based are that the Suez 
Canal will be open for normal two-way traffic by April 1; that the IPC pipeline 
system will be operating at 40 percent of capacity by April 1 and at full capacity 
by the end of 1957; that the European and North African affiliates will fully 
recover all added costs, including higher freights, through local price increases ; 
that their sales volume for the year 1957 will average only 4 to 5 percent higher 
than 1956, which compares with the previously estimated gain of 12.5 percent; 
that the recent price increases of about 20 cents per barrel for fuel oil in the 
Western Hemisphere, and of 23 cents per barrel for crude f. o. b. the eastern 
Mediterranean will hold; and that no further change occurs in the price of 
crude at all major supply sources. 

(2) It is estimated that at the present volume of business, the consolidated 
net earnings would rise at an annual rate of $100 million if an increase of 25 
cents per barrel occurred in the price of crude, assuming that product prices 
also rose accordingly. 

(3) Based on the estimates of future expenditures submitted by the affiliates, 
and assuming continuance of the company’s present dividend policy and of crude 
prices at their current levels, the forecast shows that for the first time in many 
years the consolidated group is faced with the prospect of being unable to 
generate, internally, sufficient cash to cover replacements, modernization and 
expansion to the degree desired—and no change in this situation is indicated 
throughout the period covered by the forecast. 

In this connection, however, it was pointed out that, in part, the high capital 
expenditure rate reflects deliberate efforts to use, to a greater degree than in 
recent years, the ownership route rather than the “leasing” route to cover 
tanker and serve station requirements. 


(4) With respect to the local borrowings contemplated by many of the Euro- 
pean affiliates, Mr. Collado 


he is our treasurer— 

advised that it seems unlikely that the Middle East crisis, if resolved reason- 
ably soon, will make it very much more difficult or costly to raise money in 
Europe than it was earlier in the year. 

He also pointed out that in the event there is a prolonged period without a 
settlement, money might, in fact, become easier in Europe if the local govern- 
ments sought to cushion the impact on their economies through the medium of 
relaxation of credit restrictions. 

(5) None of the outside borrowing programs of the affiliated companies is 
based on seeking to obtain a Jersey guaranty of repayment and no change in 
this policy is presently contemplated. 

(Mr. Coleman was called from the meeting during the foregoing discussion. ) 

That is the complete minute of the executive committee meeting 
of that day. 

The Crairnman. That is very illuminating information, particularly 
to me, in view of the fact that it indicates that the Middle East 
would have no effect on the estimated earnings of your entire oper- 
ation for the next fiscal year. 

[ would assume that you had in mind in view of that that the 
contemplated price increase in crude would be applicable through- 
out the operation ? 

Mr. Rarupone. Yes, sir. 

ry ’ rT Y ° ‘ r . ~ 

The Cuatrman. The United States, Venezuela, Middle East, and 
so forth? 

Mr. Rariunone. This assumes a figure which the accountants were 
asked for. This assumed figure was based on the proposition of a 
theoretical increase of 25 cents in the price of crude worldwide, and a 
corresponding increase in price. 

_ The Cuatrman. Certainly I get a different impression, I can see, 
from your reading of this—— 
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Mr. Rarurone. I hope so, sir. 

The Cuamman. Than from reading is out of the newspapers. 

Mr. Hesetton. What was the date of that meeting ? 

Mr. RatrHsone. December 13. 

Mr. Heseiron. What was the date of the price increase ? 

Mr. Rarueone. January the third. 

Mr. Hesevron. Will you read again to me the assumption with 
reference to the price increases? I want to be certain of it. 

Mr. Ratueone. Well, the second paragraph is the one that deals 
with the estimate as to what would happen if the price went up 25 
cents. 

Mr. Heserron. Will you read what was in there? 

Mr. Rarueone (reading) : 

It is estimated that at the present volume of business, the consolidated net 
earnings would rise at an annual rate of $100 million if an increase of 25 cents 
per barrel occurred in the price of crude 

Mr. Hesetton. That is part of it. But before that, some reference 
to price increase ? 

Mr. Rarupone. Yes, sir. 

Mr. Heserron. Will you read that? 

Mr. Ratrupone. Well, I might just as well read the whole para- 
graph again. 

Mr. Hesetron. I made a note which may be incomplete, which may 
help you. I have here “assuming that the recent price increases will 
hold*—do you find some language like that ? 

Mr. Ratrupone. Yes, sir. 

Mr. Hesetron. Will you read that? 

Mr. Raruszone. This is the latter part of the paragraph: 





The major assumptions on which this conclusion is based are: That the Suez 
Canal will be open for normal two-way traffic by April 1; that the IPC pipeline 
system will be operating at 40 percent of capacity by April 1 and at full 
eapacity by the end of 1947; that the European and North African affiliates 
will fully recover all added costs including higher prices through local price 
increases; that their sales volume for the year 1957 will average only 4 to 5 
percent higher than 1956, which compares with the previously estimated gain 
of 12% percent; that the recent price increase of about 20 cents per barrel for 
fuel oil in the Western Hemisphere and of 23 cents per barrel for crude f. 0. b. 
the eastern Mediterranean will hold. 

Mr. Hesetton. Right there, was there an increase in Mediterranean 
price before December 13 ? 

Mr. Ratupone. Yes, sir. 

Mr. Heseitron. Was there an increase in fuel oil? 

Mr. RatTupone. Yes, sir. 

Mr. Hesetton. Prior to that there was a suggestion made that 
those price increases should remain or be held or something to that 
effect ? 

Mr. Rarusone. The statement is that this is based on the assump- 
tion that those two price increases to which you have referred, 20 
cents a barrel in fuel oil and 23 cents for crude f. 0. b. Saida, eastern 
Mediterranean, will hold. ‘This financial estimate was predicated on 
the assumption that those two price increases would hold. 

Mr. Heseuron. I realized that the news story does not purport to 
quote entirely from the memorandum—the portion of it that you read 
was exactly the same as the portion quoted except for a “per” instead 
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of an “a.” ‘There is a statement that is apparently true, no increases 
to include crude. I do not see anything in that memorandum that 
makes any reference whatever to any prospective crude price increase. 

Mr. Rarusone. No, sir; at this time, I was present at this board 
meeting. As we always do when we attempt to look ahead into the 
following year and forecast what our cash position is going to be, we 
try to see what the contingencies are that may arise that will have a 
material effect on our cash ‘position. 

If we anticipate, for example, an increase in the labor contracts 
which is a substantial thing, we will try to adjust for that in our 
financial forecast. 

If we anticipate a weak market condition and a general decline in 
product price, we attempt to adjust for that in our financial forecast. 

If, as was the case this year, we think that there is a good prospect 
that there will be a price increase, in the following year we adjust 
for that. 

And as I have told you before, it has been my opinion and it has 
also been the opinion of a number of my associates that a crude price 
“5 in 1957 was probably going to occur. 

I don’t think any of us felt that it probably would occur quite as 
soon as it did, because at that time the urgency that arose toward 
the end of the year had not reached that place yet, but I think we all 
felt that putting an estimate of an increase in crude price into a 
financial forecast that we needed to see whether we could handle these 
budgets or not was purely and simply a prudent business thing to do. 

Mr. Heserron. I take it this was a meeting of your executive com- 
mittee or the board of directors? 

Mr. Rarueone. This happened to be a full board meeting. 

Mr. Heseiron. Board of directors ? 

Mr. Ratueone. Yes, sir. 

Mr. Hesevron. I think you said there were 14 present, the full 
board. Isthat right? 

Mr. Rarnpone. Yes. 

Mr. Heseiron. Do you have an executive committee in addition to 
the board of directors? 

Mr. Rarupone. Yes, sir; we have an executive committee. The 
executive committee consists of five of the directors, and they meet 
every clay. 

The board meets regularly every Thursday. 

Mr. Hersevton. To your knowledge, did the executive committee 
ever discuss this memorandum, apart from their membership on the 
board of directors ? 

Mr. Rarusone. This memorandum ? 

Mr. Heseiron. Yes; or these minutes, rather ? 

Mr. Rarupone. Well, as I say this particular day the whole board 
happened to be there. So every member of the board was participat- 
ing 1n this discussion. 


Mr. Heseiron. There was no separate executive committee meet- 
ing on December 13 ? 

Mr. Rarusonr. Well, actually, what happens is this, while we do 
have an officially designated executive committee for our company, 


we invite any of the other directors who want to attend our executive 
committee sitting. 
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Mr. Hesetron. I am not trying to mislead you in any way 

Mr. Raruzone. I understand that. 

Mr. Heseiton. There is the story on the front page of the local press 
today, as Mr. Mack indicated, and our chairman indicated, and there 
seems to be quite a different picture there from what you told us. 

The story states that there were 21 top executives present at what 
is called an executive committee meeting on December 13, including 
President Rathbone and Vice President Coleman. 

What I want to get clear in my mind is, was there any executive 


committee meeting as such apart and distinct from the board meeting 
on that date ? 


Mr. Rarupone. No, sir. 

Mr. Heseuton. So that whatever occurred was the action of the 
board of 14 directors? And the report was submitted to them on 
December 13. 

Mr. Ratupone. That is correct. 

Mr. Hesevron. Was this a confidential meeting or were the minutes 
made public ? 

Mr. Ratusone. Well, we do not make the minutes of our board 
meetings or our executive committee meetings, either one, public. 

Sir, they are considered to be private documents. The only time 
they become public is when they are subpenaed by a duly constituted 
authority. 

Mr. Hesetton. They are not the subject of any press release ? 

Mr. Ratupone. No. 

Mr. Hesevtron. Or any statement by the board as discussed by a 
group or by individual members of the board ? 

Mr. Ratusone. No, sir. 

Mr. Hesetron. May I ask you this in all sincerity : Was any member 
of the affiliate eee le Oil Co. present at that meeting ? 

Mr. Rarupone. No, sir. The only other people present besides the 
14 directors were the group from our accounting comptroller’s office 
that had worked on and presented the report. 

Mr. Heseiron. And no officer, no member of the board of directors 
of Humble Oil & Refining Co. was present on December 13 at that 
meeting ? 

Mr. Ratupone. No, sir; no one. 

Mr. Hese.ton. To your knowledge was there any communication 
sent to or any word given to any member—and when I say “mem- 
ber,” I mean officer with the power to act—or any official of the 
Humble Oil Co., of the minutes of this meeting ? 

Mr. Ratueone. I am quite confident it was not. 

Mr. Hesrnron. Beg pardon ? 

Mr. Ratupone. I am quite confident that no word was given them 
of this meeting. 

Mr. Hesetron. That is all. 

Thank you. 

Mr. Arcer. This is information you would not normally care for 
competition to have hold of ? 

Mr. Ratrusone. Exactly. 

Mr. Acer. Nor labor, nor anyone else that would like to have your 
forecast of what you expect in the next yea1 
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Mr. Rarueone. It is considered highly personal and confidential. 

Mr. Atcer. I want to add my commendation for bringing this ma- 
terial to us in view of the fact that he is laying bare not only company 
records but this particular confidential memors ‘andum. 

The Cuarman. I think that is true. However, it was laid bare by 
someone else. It was not entirely voluntary, as I understand it. 

It was not entirely voluntary, as I understand it. 

Mr. Rarupone. I quite assure you that it was not. But as long 
as it was bared by someone else, I wanted to get this committee fully 
familiar with the complete story. 

The Cuamman. Well, that is the reason that I brought up the ques- 
tion a moment ago. In answer to Mr. Mack’s question this morning 
it was not clear to me about it. In fact, it was not clear at all. 

I feel as Mr. Heselton said a moment ago, we got an entirely differ- 
ent picture from reading the report of this particular minute this 
morning. 

Mr. Rathbone, you have been very courteous. 

On behalf of the committee, ] want to express to you our thanks 
and appreciation for your having responded to the invitation to come 
down here before the committee and to give us the information that 
you have given us there past few days. 

Certs tinly, it has been helpful to me and I am sure that all of the 
committee has been helped by your appearance. You have been 
very frank, and in my humble judgment, you have unhesitatingly 
given us the benefit of the vast experience you have had in industry 
throughout the years. 

My only criticism does not relate to you but to the entire industry, 
that you have not, apparently, thought it an opportunity to tell your 
story, to get it before the American people in order that they might 
know the problems of your oil industry, how much it means to the 
economy of this country, to the health and welfare of all of our 
people. 

If that is criticism, I stand on it. And I would suggest to the 
industry and others that they may seek these opportunities and be 
ae as frank and objective as you have here, in order to let the Amer- 

‘an people know that this is a vital part of our economy, and op- 
aula on the same principles as the entire economy. 

I assume we could say as the result of this information and other 
information we have, that it is the general expansion of the economy 
and the trend toward inflation that is causing the great anxiety 
among consumers of America. 

That is the real problem; not in one industry, but in all industries. 

I am sure had it not been for the demand for increase in wages, 
increase in prices, all of the products that go into this and others of 
our industry and our economy, we would not have this problem, it 
seems to me. 

Fortunately, and a frequently as possible it should be said. 

If there is nothing else-—— 

Mr. Heseiton. May I just add a word to what the chairman said ? 

I take this liberty because I did introduce the article from Time 
magazine. I believe it would have been of great benefit to those who 
are responsible for public relations for the industry if they had been 
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here and heard you testify before this committee and observed the 
manner in which you spoke and the frankness and honesty, in my 
judgment, that you contributed much to this inquiry. It would have 
been a great advantage to them. 

Mr. Rarusone. Thank you, sir. 

The Cuatrman. The committee will adjourn until 10 o’clock on 
Tuesday next, at which time the entire membership of the Interstate 
Commerce Commission will be with us. 

(Whereupon, at 5:20 p. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, February 26, 1957.) 


~~ ~~ bel => $™|Weew Lb 


PETROLEUM SURVEY 


WEDNESDAY, MARCH 20, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in room 1334, 
New House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuarman. Let the committee come to order, please. 

It will be recalled that for some time this committee has conducted 
hearings into the matter of petroleum, particularly the petroleum 
situation as it exists in this country following the crisis that developed 
as a result of the Suez and the Middle East problems, and the oil 
lift to Europe. The committee has obtained a great deal of informa- 
tion regarding the price situation, the effect the Middle East crisis, 
and our own domestic problems had on price and the problems of 
the oil lift. There was a great deal of confusion, it will be recalled, 
as to just what the actual situation was. 

I think it would be correct to say that the committee did develop 
facts as to what the problems and the situation was, through the De- 
partment of the Interior, Mr. Stewart, the Under Secretary, Mr. 
Wormser, and various other witnesses, including representatives of 
the major oil companies who operated abroad, “particularly in the 
Middle East and Venezuela and the Caribbean area, as to the supply 
of oil not only to our own eastern coast, but also the major part of it 
to Western Europe. 

At that time it was the intention of the committee to give an oppor- 
tunity for the independent petroleum industry, that is the industry 
operating domestically, to be heard in order to complete the record. 

Today we resume these hearings on the present outlook the effect 
of the rerouting of the oil flow owing to the closing of the Suez Canal, 
and the success of the oil lift to Europe. 

We are very glad to have with us today a Er of an 
independent oil company who is speaking for that industry, as I under- 
stand from the general counsel of the Independent Petroleum Asso- 
ciation of America. 

On Friday of this week, the Under Secretary and perhaps the 
Secretary of the Interior, if his condition will permit, will be with us 
to give us the Department’s view of the present situation respecting 
the oil lift to Europe, the effect that it has had on our domestic supply, 
and what has resulted in these last 6 weeks. 

I believe this is the first time that we have had Mr. Walter Halla- 
nan, president of the Plymouth Oil Co., before this committeee for 
some time; but I think most everyone knows who Mr. Hallanan is. 
He needs no introduction, of course. We know of his broad grasp 
of, and continuing interest in petroleum matters, not only from the 
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fact that he heads his own company, the Plymouth Oil Co., but also 
by having been the chairman of the National Petroleum Council since 
its inception, I believe. Furthermore we have two Members of the 
Congress, one from our Democratic side, and one from the Republican 
side, from West Virginia, serving on this committee. 

I am sure that each of them would welcome the opportunity of hav- 
ing a comment to make about our witness this morning, and I think it 
would be appropriate for them to do so at this time, before we pro- 
ceed further. 

Mr. Staggers, do you care to have something to say ? 

Mr. Sraccers. Yes, Mr. Chairman. I suppose I should defer to 
my colleague from Huntington, L expect he is probably a little closer 
to the gentleman than I am, but I do welcome the opportunity of 
greeting Mr. Hallanan from the committee, welcoming him here and 

saying that we are very delighted to have him. 

He does have many facets to his life, as our chairman has said. He 
has been a member of the oppositi on in our State, but it has been an 
honorable opposition, one that we do not mind having; and as th 
chairman said, he has served many distinguished roles, not only to 
industry, but to the Nation. 

He is a distinguished gentleman, a good solid American citizen with 
many claims to fame outside of haere. having served our political 
system well, and we welcome you, Mr. Hall: anan. 

Mr. Hatianan. Thank yaa indeed, sir. 

The Cuamman. Dr. Neal. 

Mr. Neat. I want to aati my colleague, Mr. Staggers, for those 
splendid remarks in behalf of our West Virginian, Mr. Hallanan, 
who, I think, is generally recognized not only for his ability but for 
his tenacity and his courage to hang on in any effort or any line of 
endeavor in which he feels he is right. 

Mr. Hallanan has his grassroots in my own Cabell County, and I 
have known him for quite a good many years and I am sure that 
whatever evidence he gives here in behalf of the independent oil in- 
dustry will not only be dependable and reliable but fair, instructive, 
and benefic ial to the members of this committee. 

I think that, as much as we have been hearing from the members of 
the larger international producing areas, or rather representatives of 
the producing companies of the oil industry, that it is quite fitting that 
we should have a man who has done as much in the independent oil 
development in the oilfield as Mr. Hallanan. 

I am sure that we will be very greatly benefited from the evidence 
that he gives, and I want to congrs ratul: ite the committee organization 
for having invited him for this purpose. 

The Cuatrman. Thank you very much, Dr. Neal. 

We are impressed by the distinction and reputation of the witnesses 
who appear before this committee, and particularly in connection 
with these important problems affecting the petroleum supply and 
reserve of the country. 

You recall that we had Mr. M. J. Rathbone, of the Standard Oil 
Company of New Jersey, who was recognized as an outstanding wit- 
ness, and with him some very distinguished people of the industry. 

We had General Thompson, of the Railroad Commission of the 
State of Texas, who had accompanying him here many distinguished 
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people, including the majority leader of the Senate and the Speaker of 
the House of Representatives. 

I notice today we also have another Member of Congress from West 
Virginia whom we also think a great deal of, who has been a very 
active Member of Congress, and is here, I am sure, because of the 
reputation and recognition of our distinguished witness this morn- 
ing—the Honorable Robert Byrd. 

We will be glad to give you an opportunity to have a word, Bob, 
if you would like ; we are glad to have you with us. 

Mr. Byrp. Mr. C hairman, and members of the committee, I am 
very delighted this morning to be here, and I deeply appreciate this 
opportunity to say something about a witness who is soon to appear. 

I have been pleased to hear the very fine things that have been spoken 
of Mr. Hallanan by my colleagues who serve on the committee. I, 
too, am proud to say that I not only have known Mr. Hallanan for 
a number of years, but he happens to be my constituent. He comes 
from the district which I have the honor to represent, and I want to 
say, as my colleagues have said, that he is a distinguished citizen of 
West Virginia. He is not only a leader in the political realm, but 
he is recognized as a leader in his profession. He is a good citizen 
and a very fine Christian gentleman. 

Cornelia lived about 300 years before Christ, Mr. Chairman. She 
had 12 sons and daughters. She was the mother of Graeca. She lost 
all her children with the exception of 2 sons; and 1 day a neighbor 
came by to see Cornelia, and the neighbor ‘proudly displayed her 
jewels, and after she had shown Cornelia her jewels, she haughtily 
turned to this great Roman woman and asked that she, too, show her 
jewels. 

Cornelia, noble lady that she was, turned to her two remaining sons 
and said, “These are my jewels.” 

Today, Mr. Chairman, I would like to repeat the words of Cornelia 
as I speak of my friend, Mr. Hallanan, when I say that he is one of my 
jewels. 

[ know that his testimony will be very valuable to the committee, 
and I want to take this opportunity to compliment you and the com- 
mittee upon the very excellent work that you are doing. 

Thank you very much for permitting me to have this opportunity 
to say a few words in behalf of my constituent. 

The Cuamman. Thank you, Mr. Byrd; we are very glad to have 
you with us. 

Now, after this very fine bipartisan [laughter] introduction this 
morning, which should get this meeting off to a very good start, I want 
to say that I see our old frie nd, who has been with us so many, many 
times, here with us this morning. We are glad to welcome our friend 
who is general counsel of the Independent Petroleum Association of 
America and, I think, vice president too now, Mr. Russell Brown. 
Mr. Russell Brown is in charge of the Washington office and we can 
thank him for arranging for the witness we have today representing 
the independent petroleum industry—that is, on the domestic side 
primarily. 

Russell, we are very glad to have you with us. 

Mr. Hallanan, we welcome your being with us this morning in our 
consideration of these big problems that we have mentioned, and their 
effect on the domestic oil supply. 
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I understand, as I have already indicated, that you are to speak 
primarily on the role of the independent industry and not as chairman 
necessarily of the National Petroleum Council, but we do not want 
to place any restrictions on you whatsoever because we want vou to 
feel free to say anything that you feel would be helpful and that Wwe 
could have for our record and our information. Above all, I join 
with our colleagues from West Virginia and our other colleague in 
extending you a cordial welcome to this committee this morning. 


STATEMENT OF WALTER S. HALLANAN, PRESIDENT, PLYMOUTH 
OIL CO.; ACCOMPANIED BY JAMES V. BROWN, SECRETARY, NA- 
TIONAL PETROLEUM COUNCIL, AND SAM T. MALLISON, PUBLIC 
RELATIONS DIRECTOR, PLYMOUTH OIL CO. 


Mr. Hatianan. Mr. Chairman, may I tell you how grateful I am 
to you for your very gracious introduction this morning. Asa matter 
of fact these words that have been said in my behalf by some of 
those with whom I have worked on one side or the other side have 
really overwhelmed me. I don’t know whether there is very much 
fight left in me after the warmth and heartening reception that I 
have had from this committe e; but in any event, may I tell you gentle- 
men that I am grateful to you from the bottom of my heart for the 
cordiality with which I have been received and—may I proceed? 

The CuHatrmMan. Yes; you may proceed. I believe you have a pre- 
pared statement which has been passed around, 

Mr. Hatianan. I do, and we do have certain charts which I would 
like to call to the attention of the committee in illustrating certain 
comments that I have. 

Mr. Chairman and gentlemen of the committee, my name is Walter 
S. Hallanan. My home is in Charleston, W. Va. I appear here 
today in my capacity as president of Plymouth Oil Co., an inde- 
pendent integrated company which has no production outside the 
United States except for an interest in an area of producing wells 
in western Canada. 

I am grateful to the committee for the opportunity to put upon 
the record such information as I possess with respect to the price, 
supply, and availability of petroleum and its products. 

Mr. Chairman, I confess to considerable bewilderment over the 
rash of intemperate public statements, congressional investigations, 
and threatened governmental controls over the oil industry that fol- 
lowed the recent very modest and wholly inadequate increase in the 
price of crude oil and some of its derivatives. Any fair an: alysis of 
the record shows that the oil industry has lagged far behind the infla- 
tionary procession and that it has in reality been a captive consumer 
victim of the upward price spiral. 

In view of that fact, it is difficult to interpret the recent attacks 
upon the petroleum industry in any other light than as part of a 
pattern which has made oil a favorite political target in Washington. 
This conclusion is forced upon me as I realize that there has been no 
similar outburst as practically every major industry has, in the last 
10 years, advanced the prices of its products with methodical precision 
and regularity far beyond any increases that came in the petroleum 
industry. 
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It is obvious, it seems to me, that too many persons have appraised 
the oil industry in terms of that mere handful of individuals who 
have struck it rich and made the headlines. We hear and read much 
about these extremely fortunate few, who do not represent more than 
one in a thousand, but we do not hear about the thousands who have 
gone broke in drilling dry holes or of the other thousands who have 
been able just to keep their heads above water. 

Having had some experience in the field of journalism, in my 
younger ‘days, I realize that an individual who gets rich overnight 
becomes first-page news, while the record of an ordinary bankruptcy 
rates not more than a single paragraph on the classified page. I do 
submit, however, that it is just as unfair and unrealistic to judge the 
economy of an entire industry by a few isolated cases of extreme good 
fortune as it is to appraise the institution of marriage as a failure 
because of a few headline-making divorce suits. 

The simple truth, gentlemen of the committee, is that there is no 
industrial path in the world strewn with as many economic skeletons 
as the trail of the oil wildeatter. It is only the urge and incentive of 
being the one in a thousand that keeps these pioneers going. And it is 
important for the country to realize that the individual wildcatter is 
responsible for the fact that we today have adequate supplies of pe- 
troleum and its products, because he has discovered 75 percent of the 
oil we have in this country. If we are to have sufficient reserves to 
meet the enormously increased demands of the future, especially of any 
emergency that may come to our door, we must keep alive the incentive 
for these pioneers to assume the unusual hazards of drilling explora- 
tory wells—a hazard that has increased from year to year. 

That incentive is lacking today. It has been erased by rising costs, 
inadequate price, and the threat of continued year-to-year increases 
in imports of cheap foreign oil. The effect of this squeeze upon the 
domestic oil producer is beginning to be reflected in an alarming de- 
cline in the number of new wells being drilled. 

Despite the slight encouragement of the January crude price in- 
crease, the number of wells drilled so far this year is the lowest in 6 
years. Instead of going forward to meet the continued increase in 
demand and to maintain adequate reserves for the future, we are not 
even holding our own. We are slipping backward, and for the simple 
reason that prudent men cannot be expected to assume the enormous 
hazards of searching for oil, knowing in advance that even if they are 
1 out of 10 that are successful they will receive a price for their product 
that will not give adequate return for their investment. 

It is quite startling to realize that February well completions in the 
United States were about 4,000, or 615 below the same month in 1956. 
It is important to note that this slump runs counter to the tide of 
industry in general. 

It is a fact and not a theory, Mr. Chairman, that no man can exist 
in the oil-producing business today without a bac klog of reserves that 
were discovered and developed several years ago when finding costs 
were infinitely less than what they are today. It is a harsh economic 
fact that in many areas it costs more today to find and produce oil 
than it sells for. 

That is a condition that is not only disastrous to the individual op- 
erator and unhealthy for the petroleum industry, but it is filled with 
the utmost peril to the public welfare and the national defense. 
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My bewilderment over the way that the oil industry has been 
singled out for unfair abuse was intensified by the complete lack of 
political reaction to something I read in the news columns just 2 weeks 
ago. It was a rather brief and ine onspicuous item on an inside page 
of the New York Times, announcing an increase of 25 cents a ton in 
the price of coal, effective April 1. 

That was the fourth increase in coal prices in the last 3 years, with 
the result that smokeless coal mined in the area where I live has risen 
from $5.46 a ton in 1954 to $6.96 today, and with the increase scheduled 
for April 1 will go to $7.21. 

Now, I want to make it plain that I do not criticize these increases, 
Because I live in the largest coal-producing State in the Union, and 
also because coal is competitive with oil, I have a general knowledge 
of the economy of the coal industry. On the basis of that knowlec lve, 
I have every reason to believe that those increases were necessary to 
meet the rising cost of operations and to maintain the coal industry in 
a healthy condition. 

It is further recognized that prior to 1954, the coal-price structure 
had been abnormally depressed, just as oil prices were depressed 
throughout the wartime period of rigid governmental control. 

The point I wish to make here is that there was no hue and ery in 
Washington about 4 price increases on coal in 3 years—no breast- 
beating about the year-to-year increases in the price of steel, the 1: itest 
of which came just a month ago—no denunciation of the ste: idily ris- 
ing prices of bread, milk, coffee, meat, clothing, and everything else 
the American consumer buys. 

But when the price of oil is modestly and ins dequately increased for 
only the second time in 10 years, the industry is unjustly and unfairly 
pilloried as a callous and greedy price gouger. 

What is it, I ask, that makes oil a stepchild of the national economy? 
We object, Mr. Chairman, to this double standard of economic 
morality. We protest against our captive-victim status in the in- 
flationary web of rising prices. Aside from the considerations of 
fairness to an industry that has done itself proud in meeting every de- 
mand of the Nation in both peace and war, we believe it to be v ital to 
the public welfare and the national defense that the Nation’s oil re- 
serves and productive capacity keep pace with the fantastic growth 
of our country and be in position to meet the demands of any national 
emergency. 

The Cuarrman. Mr. Hallanan, would you pause for just a moment 
while I recognize the presence of one of our distinguished colleagues 
from the great State of Ohio, a former member of this committee 
for many years, and a very active, able, and outstanding member who 
demoted himself by going to the Rules Committee, the Honorable 
Clarence Brown. 

We are glad to have you back here, and I know that you feel at 
home. 

Mr. Brown. Thank you, sir. Frankly, I am under way, but I did 

want to stop in and see if my lifelong friend from West Virginia 
was still as articulate as he always has been, and I am sure he will 
give you a splendid presentation. 

The Cuamman. We are glad to have you with us. 

Mr. Brown. Thank you. 

The Cuamman. You may proceed. 
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Mr. Hatianan. I wonder if it is generally realized that in 1966, less 
than 10 years, our daily demand for oil will reach the astounding 
figure of 13 million barrels as compared with the daily demand of 
8,827, 000 barrels for 1956. 

May I say, Mr. Chairman, that my observation of the present study 
by this committee is that it has been conducted in a fair and objective 
manner, and I for one am grateful that you have provided an oppor- 
tunity and a forum for the “facts to be brought to public attention. 

Mr. Chairman, I have a few charts here, to which I invite the atten- 
tion of the committee. In the development of the point | now want to 
call to your attention, may I say that these are factual, being based 
upon the figures of the United States Bureau of Labor Statistics, the 
United States Bureau of Mines and other equally reliable sources. 
They tell the story impressively, I think, of the oil industry’s captive 
victim status more impressively than reams of figures which might be 
put into the record. 

These charts have been reproduced and enlarged from the publica- 
tion World Oil. 

If you will take a look at this first chart, gentlemen of the committee, 
you will note that since 1947, the price of crude oil has advanced only 
18 percent, while oilfield labor is up 61 percent, oilfield machinery, 
55 percent ; line pipe, 126 percent ; alloy casing 93 percent; and c arbon 

casing, 83 percent. 

Since June of 1953, the crude oil price has advanced 10 percent, while 
in the same period oilfield labor has gone up 15 percent ; oilfield ma- 
chinery 20 percent; line pipe, 40 percent; alloy casing 39 percent; and 
carbon casing, 28 percent. 

In addition to higher material and labor costs, there are other factors 
that have added greatly to the cost of finding and producing oil in the 
United States. In the first place, the dem: ind for petroleum products 
has increased 62 percent since 1947, and, in order to Seu pace with that 
growing demand, the industry has had to spend ever-increasing 
amounts in drilling operations. 

I now invite your attention to another chart. You will note that 
from 1947 to 1956, the number of wells drilled annually has increased 
76 percent. However, that figure does not tell the full story. Be- 
cause of the greater depths ito which it has been necessary to drill in 
the last few years, the actual footage increased 109 percent in that 
10-year period. 

The per-foot drilling cost went up - perc ent, and the number of 
wildeat wells drilled increased from 4,983 in 1947 to 12,574 in 1956, or 
154 percent. Another serious pr Solin of oil explor ation in this 
country is reflected in the figures showing the increase in the number 
of dry holes—from 31 percent in 1947 to 38 percent in 1956. This 
includes all wells, both wildeat and development. In the realm of 
wildcat wells alone, there were more than twice as many dry holes in 
1956 as in 1947. 

[ can understand perfectly well that many persons might not be 
impressed by these figures in the light of the fact that certain oil com- 
panies, or perhaps even the industry as a whole, might be pointed to as 
making “satisfactory” though not excessive ‘profits. These are in 
reality bookkeeping ‘profits realized from the liquidation of reserves 
that were acquired many years ago at a fraction of the present cost of 
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finding oil. They represented goods taken from the shelf which can 
only be replaced at a much higher cost. 

May I point out to this committee that in 1955, the last year for 
which exact figures are available, 66 percent of the Nation’s oil pro- 
duction came from fields that were discovered and developed prior to 
World War II, when finding and development costs were much less 
than they are today. An additional 11 percent of production came 
from fields that were drilled during the war at a cost not more than 
one-third of the present level. More than one-half of the remaining 
23 percent of the 1955 production came from discoveries between 1947 
and 1951 when costs approximated one-half those of this current time. 

Let me now direct your attention to another chart, which strikingly 
illustrates the financial burden imposed upon the oil industry by the 
tremendous increase in demand for its products. 

You will note that while annual crude production increased 53 per- 
cent from 1946 to 1956—from 1,700 million barrels to 2,600 million 
barrels—production expenditures were not up a mere 53 percent, nor 
even 100 percent or 200 percent. 

In the same period these expenditures went up 246 peneier re 
1,300 million to 4,500 million. The expenditures per barrel of pro- 
duction were up 121 percent, or from 78 cents to $1.72 per barrel. 

The next chart reveals that the capital expenditures the industry 
has been compelled to make, in order to keep pace with the expanding 
economy, have tripled in the last 10 years. You will note that those 
additions to physical facilities, in terms of wells, refineries, pipelines, 
and so forth, were $2 billion in 1946, $3,300 million in 1948, $9,900 mil- 
lion in 1950, $4,400 million in 1952, $5,300 million in 1954, and $6,100 
million in 1956. 

That is a lot of money, gentlemen, and the sad economic fact is that it 
has necessarily had to come from the production of the industry’s in- 
ventory of low-cost reserves. It could not and cannot come from 
reserves discovered and developed in the last 5 years, because there 
simply is no profit in those more recent discoveries. 

Most of the recent criticism of the oil industry has been directed 
not so much, I take it, against the increase in price of crude as in the 
small increases in gasoline and fuel-oil prices. I suppose this is to be 
expected, although it should be axiomatic that, if the farmer gets more 
for his meat and milk, those increases will necessarily be reflected at the 
consumer level. 

It would require rea] economic magic for refiners to absorb the crude- 
price increases, because they, like producers, have also been caught in 
the inflationary squeeze. 

I am aware that many of the attacks upon the 1-cent increase in 
gasoline have been pr edicated upon the false premise that we have an 
excessive supply of that product. Critics have stressed that current 
gasoline storage is from 15 to 20 million barrels above inventory figures 
a year ago. What these critics either overlook or consciously fail to 
mention is that supply cannot be accurately and realistically measured 
in terms of barrels. Like all things, it is relative. In this case, supply 
must be related to increased demand, and to another factor which I 
will discuss briefly. 

With the increased demand for gasoline as well as other petroleum 
products, there is a necessary expansion of storage capacity and cen- 
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ters of distribution, which makes necessary an increased require- 
ment for working stocks which are completely unavailable to con- 
sumers. The statistical fact that recent gasoline stocks were the high- 
est in history should not necessarily be interpreted as being “excessive.” 

Gasoline stocks at the end of 1956 showed a statistical figure of 52 
times the estimated average daily demand for the first quarter of this 

ear. The average for the same period in the last 5 years was 49. 

Juring the 3-year period 1947-49 the figure was also 49. During the 
war, however, when we had rationing of gasoline, the average was 56. 
For the 5 5 years just prior to World War II the average was 63. 

At the end of January of this year, domestic gasoline stocks had de- 
clined to the point where they represented only a little over 50 days’ 
demand before allowing for unavailable or working stocks. As of to- 
day, the margin is substantially less. So, instead of “swimming in 
gasoline,” as some have incorrectly stated, the trend in inventories 
is rapidly moving toward the peril point. 

Working stoc ks norm: ally require over half of the amount actually 
in storage, and to the extent of working requirements to maintain 
normal operation, such working stocks are not available. It should 
be recognized that, as the population of our country increases, with its 
resulting i increase in demand for petroleum products, the per capita 
consumption of petroleum has been rapidly increasing. 

With further reference to gasoline prices, I invite - your attention to 
the fact that increase in cost of this product during 1956 over the 
average for the 3-year period, 1947-49, inclusive, was ‘only 14 percent. 
I do not have the exact figure as to the average gasoline price, follow- 
ing the recent increase which ranged from one- “quarter cent to 1 cent 
a gallon, but even after it is taken into consideration, the total in- 
crease over the 1947-49 figure would be less than 25 percent, and far 
below the average increase in all other commodities. 

This is figured on the average price to consumers at the service sta- 
tions, exclusive of Federal and State taxes. It should not be over- 
looked in this connection that the quality of the product has been 
vastly improved, with the result that a gallon of today’s gasoline 
produces vastly more power and energy than the product of 10 years 
ago. 

I think it is an eminently fair statement that there isn’t another 
country on earth that would not be extremely happy to possess our 
inventories of gasoline, and other petroleum products, and to have 
them available at twice the prices that the American consumer pays. 

I noticed in today’s newspaper, in a dispatch from London, that 
the Government today announced a 50 percent increase in the basic 
gasoline ration for private cars, effective April 17. But the price per 
gallon will go up again by another penny, to 86 cents for premium 
and 77 cents for regular gasoline in London. 

Actually, gasoline is “still America’s biggest bargain. No other 
country enjoys the use of such a product at so low a cost. Such items 
as milk, coffee, and soft drinks retail for about 21% times as much as 
gasoline, I invite your attention to another chart which makes a com- 
parison of gasoline prices with those of other liquids in wide demand. 

You will note that including an average of 9 cents in in Federal 
and State taxes, gasoline still retails to the motorist at approximately 
3114 cents per gallon. The retail price of milk is 84 cents a gallon, 
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and even if you figure coffee at 5 cents a cup and soft drinks at 5 cents 
a bottle, both are selling for 80 cents a gallon. 

When it is related to purchasing power, the price of gasoline is 
really cheaper today than in 1948. In that year, regular grade gaso- 
line, including taxes, sold at the filling station pump for 25.9 cents 
per g ‘gallon. The hourly wage of employ ees in manufacturing indus- 
tries was then $1.35, so that 1 hour’s pay purchased 514 gallons of 
gasoline. 

Today the filling station price of regular gasoline, including tax, 
is 311% cents, but with the 1957 average hourly wage of $2, 1 hour’s 
pay now buys 61% gallons. It should be mentioned, also, that the 
octane level of gasoline has been substantially increased since 1948. 

It is especially gratifying to me that two of eee fellow West Vir- 
ginians, Hon. Harley Staggers and Hon. Will E. Neal, are members 
of this important committee of Congress. Dr. Neal was a contem- 
porary of my late father in the practice of medicine in Cabell County 
in the horseback days of half a century ago. 

When Dr. Neal graduated from the horse to the automobile he be- 
came a customer of the petroleum industry, and I was recently told of 
one of his recollections of that early day, which is most pertinent 
and revealing in connection with the study ‘this committee is making. 

The doctor was quoted by a mutual friend as having observed that 
the inferior gasoline of that time cost him 15 or 16 cents a gallon 
without any State or Federal tax. With today’s total tax of 9 cents 
added on, the comparable price with today’s 31-cent figure would be 
24 or 25 cents. 

And that, gentlemen, was 40 years ago, when motor gasoline had 
an octane rating of not more than 50 as compared to 90 octane for 
today’s product. I do not believe that any other commodity used by 
American consumers has advanced in price so little and improved its 
quality so greatly. 

My own opinion is that the first consideration of the consuming 
public is that we have an adequate supply. I am reminded of the 
story of the woman shopper who, when asked 75 cents a dozen for 
eggs in a delicatessen, pointed out that the grocery across the street 
was advertising them for 60 cents. When she was asked why she didn’t 
buy the eggs over there, she replied, “They don’t have any.” 

America has the “eggs” so far as petroleum products are concerned, 
and it makes them available to the public at reasonable prices—prices 
that are fi untastically cheap when compared to those existing elsewhere 
in the world. 

The enormously increased drilling costs, the much greater depths to 
which it is now necessary to drill in order to find new reserves, and the 

rapidly diminishing areas of potential production, have combined to 
make it unprofitable for the industry to maintain its exploratory 
efforts unless gross revenues are adequate. In the light of the facts 
as to increased costs and depths and the realization that the industry 
is largely dependent upon income from low-cost reserves that aré very 

rapidly ‘being depleted, it certainly cannot be argued that revenues 
have been adequate or even that the deficiency has been bridged by the 
recent price advance. 

With reference to the increased cost of finding new reserves, may I 
direct your attention to the fact that in the 5-year period preceding 
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World War II, wildcat drilling resulted in the discovery of an average 
of 63 barrels of oil per foot drilled. 

During the war the comparable figure was 25 barrels, and it is now as 
of this date, less than 10 barrels. These figures demonstrate that it 
now requires from 6 to 10 times the exploratory effort and cost to find 
a new barrel of oil as compared with results of similar effort less than 
20 years ago. 

The recent crisis in the Middle East forcibly demonstrated that 
there can be no dependency upon foreign oil. The longer we delay in 
facing up realistically to the import problem, the more precarious our 
self-sufficiency in the most vital substance of war and peace will 
become. Because of its very nature, oil is indissolubly bound up with 
the national economy and the defense of our country. 

Without it the wheels of our industrial machine would grind to a 
stop. Without adequate reserves of this precious source of power and 
lubrication, we would be helpless against any enemy aggressor. 

We must have oil, and, from the standpoint of the national defense, 
I submit that we must have it here at home. We have learned the hard 
way that foreign oil is unavailable in the hour of emergency. That 
lesson of the Second World War, gentlemen, was accentuated by the 
closing of the Suez Canal. We were then again taught that when 
danger threatens, our only reliance in the matter of oil is upon our 
own domestic reserves. 

In the light of these inescapable facts, and the lessons of World War 
II and Suez, it seems the time has come when, as a matter of self- 
preservation, the Congress should establish a well-defined national oil 
policy designed to protect the domestic industry from the unfair and 
destructive competition of excessive imports of foreign oil, and to 
provide the necessary incentive for the discovery and development of 
sufficient oil resources within our own borders to meet any emergency 
of the future. 

It is fully recognized that our economy requires a reasonable level 
of imports of oil. These imports are necessary in order that the 
domestic industry may maintain a surplus productive capacity for 
emergency purposes. It should not be overlooked, however, that when 
imports exceed reasonable bounds this cushion of safety becomes a 
Frankenstein that defeats its own purpose. 

The national oil policy recommended by the National Petroleum 
Council in 1949 lays down a sound and practical guide which Congress 
might wisely implement through appropriate statutory provisions. 

With respect to imports to this policy, which was accepted and 
adopted by the council, which represents all segments within the 
industry, including both importing and domestic producing companies, 
makes it plain that foreign oil should be utilized to supplement but 
not supplant domestic crude product ion, 

Let me read two sentences from that policy: 
































































































































































































































Oil from abroad should be available to the United States to the extent that 
it may be needed to supplement our domestic supplies. Imports in excess of 
our economic needs, after taking into account domestic production in con- 
formance with good conservation practices and within the limits of maximum 
efficient rates of production, will retard domestic exploration and development 
of new oil fields and the technological progress in all branches of the industry 
which is essential to the Nation’s economic welfare and security. 
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The most strategic line of national defense that our Nation has is the 
more than 2 million barrels of “cushion” oi] that can be made available 
in the event anemergency comes. That isan invaluable asset to our 
nation’s defense program. All the $8 million fighting bombers and 
the guided missiles would be of little value unless we had adequate 
ammunition of oil here at home to give them mobility. 

The billions of dollars that Congress is authorizing to make this 
Nation impregnable would be worthless from any practical standpoint 
unless we had here at home the oil reserves with which to make our 
defenses effective. 

Let us hope that the day will never come when our country will 
be laid open to attack without the necessary oil to support our first 
line of defense. That would be a sad day for America. The one 

certain way to avoid such a indeed is for Congress to encourage the 
independent oil producer to continue his “wildeatting,” and to provide 
reasonable incentive for him todo so. That is the way we have devel- 
oped our oil reserves in the past and it is the only way we can safely 
look to the future with a sense of security and confidence. 

That concludes my formal statement, Mr. Chairman. 

The Cuatrman. Thank you very much, Mr. Hallanan, for this pres- 
entation which you have given us on behalf of the independent petro- 
leum industry of which you are a member. 

Mr. Hauwanan. I will be very glad to answer any question, Mr. 
Chairman, which I may be able to do, if the committee so desires. 

The CuarrMan. You, of course, have made a very impressive state- 

ment, not only by your own presentation, but with the charts which 
you have also utilized in connection with your presentation. 

I may ask if those charts can be included in the record. 

Mr. Hatxianan. Yes, we anticipate that we will have the charts 
included in the statement. 

The Cuarrman. Without objection, they then will be included in 
the record with your statement. 

(The charts referred to appear on pp. 395-397.) 

The Cuatrman. I think, in view of the importance of this witness, 
and of this problem, in order that each one may have an opportu- 
nity, I believe I will try again, with the indulgence of my colleagues, 
to let each one have 5 minutes or 3 questions on ‘the first round. 

First, I would like to ask just one question: 

You have spoken of “the rash of intemperate public statements, 
congressional investigations” about the oil industry, but seem to have 
limited your comments chiefly to the matter of price. 

The committee found out, in previous hearings, that certain state- 
ments were made at the very time that we were coming within 250,000 
barrels a day, or 8 percent of Europe’s normal fuel requirement with- 
out rationing. 

Because of your position not only in the independent field, but in 
the industry as a whole, and your knowledge of this entire subject, 
what do you think prompted all these statements about the failure of 
the oil lift to Europe and that our own stocks for defense were jeop- 
ardized unless Aisne and production allowables were raised in 
the United States—and particularly so since only yesterday it is noted 
that the Texas Railroad Commission reduced the April production 
allowables to about what they were before the increase in March; and 
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COSTS OF PRODUCING MATERIALS AND LABOR 
HAVE RISEN FASTER THAN CRUDE OIL PRICES 


Source: Bureau of Labor statistics, with revisions for latest price increases 
in oil (January, 1957), casing and line pipe (February, 1957). 
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FACTORS BESIDES MATERIALS AND LABOR 
HAVE ADDED TO OIL'S COSTS SINCE 1947 


Source: Drilling cost per foot from American Association of Oilwell Drilling Contractors. 
Other data from WORLD OIL, February 15, 1957, Forecast-Review Issue. 
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BIG GROWTH IN CAPITAL EXPENDITURES 
FOR U. S. OIL PRODUCTION FACILITIES 


Source: Production from Bureau of Mines. Expenditures (for property, 
plant and equipment only) from Chase Manhattan Bank. 
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TOTAL ANNUAL CAPITAL EXPENDITURES OF 
OIL INDUSTRY HAVE TRIPLED SINCE 1946 


Source: Chase Manhattan Bank “Investment Patterns in World Petroleum 
Industry”. Expenditures cover property, plant and equipment. 


$5.3 


BILLION BILLION 
$3.3 $2:9 amas 
$2.0 BILLION BILLION 
ot ee Food 
1948 1950 1952 1954 1956 





AMERICANS STILL PAY LESS FOR GASOLINE 
THAN FOR MANY OTHER COMMON COMMODITIES 





Prices Per Gallon — — — 

SOFT 
COFFEE DRINKS 
(5¢ a cup) (Se 8 oz. bottle) 


MILK 










GASOLINE 
31'/2¢ 22%s¢ 
WITH WITHOUT 
MOTORIST MOTORIST 
TAX 


GASOLINE STILL BETTER BUY THAN IN PAST 


Source: Gasoline Prices from American Petroleum Institute. Hourly wages in Manufacturing 
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that at the hearing by that commission, a spokesman for an affiliate of 
the Standard Oil Co., the Humble Co., stated that it had been a mis- 
take to raise the allowables in March. 

Now, could you give the committee some enlightenment on this 
situation ? 

Mr. Hatuanan. Mr. Chairman, I have had no official contact with 
the operations of the Middle East Emergency Committee. I have 
known, in a general way, as to what their objectives were, and frankly 
I was somewhat disturbed and surprised at some of the statements 
that were made in the first instance, that the domestic oil industry had 
fallen down in meeting the European requirements. 

Later, I think as a matter within a few days, that fear or what- 
ever prompted the statements were corrected, and the industry was 
put in a proper light. . 

Now, I think there is this factor which entered into the situation: 
They did not want anything but crude to be sent to Europe, and at 
that time when gasoline rationing was put into effect, it was thought 
that it would be desirable to have the European buyers take a per- 
centage, at least, of gasoline and other products along with the crude. 
But there was opposition to that from the European purchasers, and 
to that extent there was some misunderstanding between those who 
were handling the situation on this end and those who were handling 
it abroad. 

However, I think in view of the record that has been made, and 
the fact that it is recognized that the European needs have been 
supplied to an extent of about 90 percent, that the record speaks for 
itself and that the American oil indusry has done a splendid job in 
taking care of the emergency situation. 

The situation apparently has gone to the point where they no 
longer are looking to us for supplies because it was in recognition of 
that fact that the Texas Railroad Commission cut back their pro- 
duction by substantially a quarter of a million barrels the next month 
of April. 

Is that any enlightenment to you? I don’t know that it is help- 
ful to you at all, but it is about all I can give you, Mr. Chairman. 

The Cuatrman. Well, I think it makes the record, as you say, and 
the facts speak for themselves. 

Mr. Hatxianan. That is right. 

The Cuarrman. That was our objective, to make a record on so 
that the facts can be studied. 

Mr. Hatianan. I think as the record stands now it will be recog- 
nized that there was some preliminary alarm expressed that was not 
justified at the time. 

The CuHatrman. Mr. Wolverton. 

Mr. Wotverton. Mr. Chairman, I have no particular questions 
that I wish to ask at this time. I think the witness has justified by 
the testimony that he has given, the fine things that were said with 
reference to his experience and his knowledge of the petroleum busi- 
ness, prior to his having testified. 

I do not hesitate to say that, without making any improper com- 
parisons, the testimony the witness has given has been of a character 
that would exceed, in my opinion, what has previously been given be- 
cause of the fact that it has been so practical, it has been so plain, it 
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has been so realistic that even those of us who do not come from 
petroleum States, could readily understand the problem that has 
confronted the petroleum industry. 

I think that the witness has made a very worthwhile contribution 
to the work of the committee as it has made this study of present con- 
ditions in the petroleum industry. 

i feel that the statement that has been made by the witness, and 
illustrated by the charts, has been so worthwhile that it could be very 
well reiterated time and time again and given the publicity that it 
seems to me the statement is entitled to have, by way of explanation 
of a situation about which there has been so much already said that 
might lead toward a different viewpoint than that which has been so 
forcibly expressed and made plain by this witness. 

| feel that we are indebted to Mr. Hallanan for his splendid 
statement here this morning. 

Mr. HatLtanan. Congressman Wolverton, may I tell you how much 
that means to me, to have that expression from you; because I know 
that you have been here a long time. 

The Chairman this morning stated that I had not been before this 
committee before, but I have. I was here when you were chairman of 
the committee, I think on 2 or 3 occasions. I know that you have 
slept with a lot of our petroleum problems over the years. You have 
made a study of them, and that expression, coming from you, as to the 
statements that I made is most flattering to me and I am very grateful 
to you. 

Mr. Wotverton. Thank you. Of course I realize I am getting to an 
age where I don’t want too much emphasis laid on the length of time 
I have been here. 

The Cuarrman. Mr. Staggers. 

Mr. Sraccers. Mr. Chairman, I, too, have no questions. 

I would just like to make a remark that I think the statement as 
presented to this committee by Mr. Hallanan has been very compre- 
hensive and enlightening to all of us. 

I agree with practically all of the statements without any reserva- 
tion. I especially agree with the part where you showed of the danger 
of the imports of foreign oil in time of an emergency. I think that 
everyone connected with the committee and with the Government 
should take special cognizance of that part. 

I commend the gentleman for his statement. 

Mr. Hatitanan. Thank you, thany you very much, Congressman 
Staggers. 

The Cratrrman. Mr. O’Hara. 

Mr. O’Hara. Mr. Chairman, I, of course, want to express to Mr. 
Hallanan my own appreciation of his advocacy of that which he knows 
best, the oil business. 

I find, Mr. Hallanan, that oftentimes statements or propaganda are 
made in the news agencies which are most. unfortunate and sometimes 
not factual, and I find that I learn a lot every day. It is a poor day 
when I do not learn something. 

For example, I have been amazed recently in talking to two people 
who were in unrelated industries, and the problems which they have. 

One of them was a very large, you might call it, monopoly in its 
field, and yet they have terrific problems, the demands that are made 
upon them for technological advances and capital investments are far 
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beyond what is often thought of as a huge monopoly’s ability to meet. 
You people in the oil industry and in various other fields are con- 
fronted with that identical situation so that it is helpful to have some- 
one who is a representative of the small independent people who do 
the wildcatting and development of the petroleum industry to come 
here and give us your side of the picture. 

Mr. Hatianan. Thank you very much, sir. 

The Cuaimrman. Mr. Dollinger. 

Mr. Dotirncer. I have no questions. 

The Cuarrman. Mr. Hale. 

Mr. Hay. No questions. 

The Cuarrman. Mr. Friedel. 

Mr. Frrepvet. No questions, Mr. Chairman, but I do want to com- 
pliment Mr. Hallanan for what I think is one of the best statements 
I have heard, and it is very explicit and to the point. 

Mr. Hatxtanan. Thank you very much, sir. 

The Cuamman. Mr. Heselton. 

Mr. Hesetton. Mr. Hallanan, in the first part of your statement, 
I think you referred to your own bewilderment “over the rash of 
intemperate public statements, congressional investigations and 
threatened governmental! controls over the oil industry ths at followed 
the recent very modest and wholly inadequate increase in the price 
of crude oil and some of its derivatives.” 

I am interested in that description of the increase as “modest and 
wholly inadequate.” 

Do you want to spell that out a bit more? 

Mr. Hatianan. Well, I think that I amplified that as I went along 
to show what the finding and producing costs were in the oil industry. 

Now, if I may say, in connection with that question, the consoli- 
dated gross income of our company last year was $113,542,000, and 
the profit, the net profit was $7,955,000, or a percent return of 7.1. 

Now, in the first place I think that demonstrates, Congressman, 
what a competitive business we have in the oil industry; and secondly, 
I don’t think that the oil industry can live on the same return that a 
manufacturing industry or another industry outside of the natural 
resource field—in other words, I think our margin of profit has been 
almost entirely erased by the tremendous ly increased cost that we 
run into every day. 

Now, you find it right here, here in your own office—I know, in the 
personnel i in your office. If you knew what the average oil company 
was up against in the oye of geologists, geophysicists, pe- 
troleum engineers, accountants, you would understand the tremendous 
competition that exists. 

You used to be able to get a fairly good geologist for eight to ten 
thousand dollars a year. Well, that is simply out of the question. 

Mr. Heseiron. My inquiry was really directed toward what is, 
in your opinion, a reasonable and adequate increase, and when do you 
except that to take place? 

Mr. Hatuanan. Well, of course I am unable to look into the future, 
and I cannot prophesy what might take place. There has been some 
question as to whether or not we would even be able to hold the ad- 
vance that was made, if some surpluses developed, that we might 
not even be able to hold that, but I still think 
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Mr. Hesetron. You have in mind 

Mr. Hauianan. But I still think that crude oil is underpriced, 
based upon the cost of finding it and producing it, even with this last 
25-cent increase. 

Mr. Hesevron. You described it as wholly inadequate and modest. 
What I want to get on the record is—what do you think is adequate, 
reasonable and fair? 

Mr. Hatianan. Well, I think another 50 cents a barrel 

Mr. Hesevron. For crude? 

Mr. Hauianan. Increase would be completely justified. 

Mr. Hesevron. When? 

Mr. Hatnanan. Any time we could justify it by the demand. 

Mr. Hesevron. Why has there not been any increase? 

Mr. Hatianan. Because there has been no level that the people 
have been able to sell it at that price. In other words there is the 
competition, you know, by reason of the import situation and that 
has a bearing upon our domestic price. 

Mr. Hesevtron. You may not know of the statement made by Mr. 
Rathbone before this committee, but I would like to call your atten- 
tion toit. Referring to the past increase, he said: 








I should like to point out that Jersey’s domestic affiliates are net buyers of 
crude oil. To get the oil they need they post the price they are prepared to pay 
for it. When our largest domestic producing affiliate, Humble Oil & Refining 
Co., found that it could not obtain all the crude we needed for European ship- 
ment either from its own production and inventories or from purchases at the 
prevailing price, Humble concluded that, in view of the long-term justification 
for a higher price due to higher costs, the only way by which the needed addi- 
tional supplies could be secured was to offer to pay a higher price. So on 
January 3, Humble posted a higher price. 


Mr. Hatuanan. I am familiar with the statement. 

Mr. Heseutron. In other words, it was because they could not get 
the oil, the crude oil ? 

Mr. Hatianan. That’s right. 

Mr. Hersevron. Does that situation exist today ? 

Mr. Hatuanan. It does not. 

Mr. Heseiron. Is there an ample supply of crude oil in this 
country ? 

Mr. Hatuanan. There is. 

Mr. Hrseuron. How much oversupply is there, if any? 

Mr. Harianan. I don’t think there is any ov ersupply, based upon 
the increased demand. 

Mr. Hesston. I see. 

Mr. Hatianan. There is an indication that the increase for this 
vear will run about between 5 and 6 percent over last year, but there 
is no surplus crude in this country today. 

Mr. Heserron. I recall that. 

I will not have time to finish this, but I would like to call your 
attention to a question I directed to Mr. Rathbone. I said: 


Well, Time magazine, in the issue of February “In the long run, 
the biggest loser may well be the United States oil industry, and then it goes 
on about the question of partial qualification,” and winds up saying—‘the in- 
dustry runs the risk of earning a Shylock reputation in the eyes of the world, 
not America alone.” 

It is something thoughtful oil men are beginning to realize and rue. 


I said to Mr. Rathbone, after reading this: 
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That was from page 84 of the February 11 issue of Time magazine 
in an article entitled, ““The Oil Shortage, How To Get Bad Publicity.” 

I suspect that you would not disagree too much with that. 

Mr. Rathbone replied: 

I would like to count myself as one of those. 

Perhaps the record ought to be complete by having your observation 
as to that statement made in Time magazine, in that article. 

Mr. Hatianan. I would certainly not hesitate to express my dis- 
agreement with it violently. I do not think that there is any record 
to justify the petroleum Rear in being classified as having any 
Shylock tendency. 

On the other hand, as I have expressed in this statement this morn- 
ing, Congressman Heselton, I think we have been a captive of this 
infl: ationary spiral. I think the oil industry has shown the greatest 
restraint in the holding of the line on prices during this inflationary 
period. 

Mr. Hesetron. I would like to ask you if you wish to make a com- 
ment on the concluding portion of that Time article, which is: 

One figure bluntly put his finger on the basic problem. “We always have the 
worst public relations in the world. Ever since John D. Rockefeller and Teapot 
Dome we have always been SOB’s to the public.” As of last week the industry 
seems to be doing little to improve its reputation. 

I do not say you have not improved it this morning, but I thought 
possibly that that might be a little contrast in the statement, in: asmuch 
as Mr. Rathbone indicated he would like to be counted as one of those 
who agreed with that observation. 

Mr. Hatianan. Well, Mr. Rathbone is a fellow West Virginian, 
and I have great respect for him, but I cannot agree with him in his 
conclusion about that record. 

Mr. Hesevron. That’s all. 

The Cuamman. Mr. Flynt. 

Mr. Fiynv. I have no questions, Mr. Chairman, but I would like to 
associate myself with the compliments expressed by my colleagues as 
to Mr. Hallanan’s presence here today, and his statement. 

Mr. Hatianan. Thank you very much. 

The Cuarrman. Mr. Beamer. 

Mr. Beamer. Mr. Chairman, I also want to compliment the witness 
today for an excellent statement. I do have just one question, if I 
may direct it. 

Do you feel that either Federal or State controls will be either 
advantageous or deterrent to your industry ? 

Mr. Hatianan. I think it would be the worst thing that could hap- 
pen, to put the oil industry under Federal control. 

Mr. Beamer. You prefer the present State contro] arrangement? 

Mr. Hatianan. That is right. 

Mr. Beamer. May I ask a second question 

Mr. HALLanan. State control, Congressman, based upon conserva- 
tion. That is the basis of the control of the oil industry, that you are 
conserving a natural resource. The State imposes no control with 
respect to price or other phases of control such as might be implied by 
the term “control.” 

The State control only runs to the matter of conserving the pro- 
duction to what is considered an avoidance of waste. 
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Mr. Beamer. That leads me to my second question, which is along 
that same line. It has to do with the interstate oil compact. Do you 
feel that has been a successful venture in conservation 4 

Mr. Hatxanan. I think the interstate oil compact has been very 
helpful. I think it has been a very fine agency in bringing together 
the representatives of the different States to discuss common prob- 
lems of reservoir pressure and other technological problems that are 
associated with the recovery of the greatest amount of oil from a 
reservoir. 

Mr. Beamer. I gathered you were a bit concerned because there 
was not a sufficient amount of, shall we call it, exploration. 

Mr. Hatnanan. We are falling back on the exploration, we are fall- 
ing back on drilling. 

Mr. Beamer. Is that because there is not enough, or sufficient in- 
centive provided under the present prices ? 

Mr. Hauianay. I think it is because of the inadequacy of the price 
to encourage the wildcatter who is the fellow who really finds the oil. 
It is not the major companies that find the oil in this country, it is the 
little fellow and he has been having his back to the wall with the 
increased cost that he has had to go up against. 

Mr. Beamer. Mr. Chairman, | think all of us want to compliment 
Mr. Hallanan for his splendid statement. 

I think there are other things in the statement that we might want 
to pursue at some future time. 

Thank you very much. 

Mr. Hatuanan. Thank you. 

The Cuarrman. Mr. Rhodes. 

Mr. Ruopres. Mr. Hallanan, do you see a shortage of oil reserves 
in this country at some future time? 

Mr. Hatianan. I didn’t get the question. 

Mr. Ruopes. Do you see in this country a shortage of oil reserves 
in the future? 

Mr. Hatianan. Well, that depends upon what policy is followed 
to create the natural incentive to find oil. I think there is much oil 
to be found in this country, and there is much oil to be recovered 
from secondary recovery methods and other technological develop- 
ment. 

But, if you will observe the reports of the American Petroleum 
Institute figures which came out just within the last few days, for 
the fourth consecutive year we fell behind in this country in finding 
surplus, a larger surplus of oil than we used. In other words, it 
was the fourth consecutive year that we have gone down the other 
way. 

Now, that does not mean that we did not find more oil last year 
than we used, we found more oil by 450 million barrels approxi- 
mately than we consumed here at home, but that is less of a cushion 
of discovery than we have had in the preceding years. In other 
words, we are going through a declining period of discovery, or dis- 
covering new reserves. 

Mr. Ruopes. Since oil is so essential to the future of our country, 
should not some way be found to take advantage of the opportunity 
for foreign oil imports? We ought to welcome the opportunity to 
preserve our own oul. 
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Mr. Hatianan. That is if we don’t drown ourselves in foreign oil. 
If we bring in too much foreign oil you are going to drown your 
domestic industry. You can’t carry on finding oil if; you are going to 
have an excess of imports. There should be a proper ratio est ablished, 
and I think there has been uniform agreement upon the findings of 
the President’s Cabinet Fuels Committee as to the ratio of imports in 
connection with domestic production, that it should be based upon the 
1954 ratio of imports. 

I believe if that could be followed and made effective, and that the 
bars were put up there, I think you would find a stabilized domestic 
industry. 

Mr. Ruopes. Well, don’t you think that some plan could be worked 
out where we could take advantage of this opportunity to bring into 
this country oil that would preserve our own resources ? 

Mr. Harranan. We are doing that today, we are importing oil 
today, of course; but I don’t think it would be—I think it would be 
suicide for us, as a domestic industry, to depend upon foreign oil. 

In the first place, we have had an illustration here recently that if 
any emergency came up, you can’t depend upon sources of foreign oil. 
We have got to have an adequate reserve to take care of our require- 
ments here at home, and to keen a healthy industry. 

Now, bear in mind that that does not mean that you can lock up oil 
in the ground and keep it there as a reserve and have it ready for 
an emergency. You have got to develop oil and over a period of time 
you have got to arrange for the production of it, the transportation 
of it, the refining of it, so it is all a part of an integrated system. 

The imports can be very helpful if they are restricted to a proper 
proportion of our domestic demands, and they could be very hurtful if 
they exceed that. 

Mr. Ruopes. It seems to me if we would have proper planning we 
never need to fear an abundance of oil in this country. 

Mr. Hatianan. I think we are still able to find plenty of oil in this 
country if we get a price that justifies exploring and going after it, 
but we are having to drill deeper and deeper, it is costing more, just 
like you are finding it costs more in your own business or your office, 
everything is costing more and we find it that way in the petroleum 
business—the cost of steel, the cost of wages and everything else has 
so greatly increased. 

Mr. Ruopes. That’s all, Mr. Chairman. 

Mr. Sprrincer. Mr. Hallanan, I think I will use the few minutes 
allotted to me. One of these prime points I think is the question of 
the increases which have been given to the oil industry, in increasing 
the price of crude; and, second, increasing the price of gasoline since 
the end of World War IT. 

You use the use of the word “considerably,” “considerably less” 
than it is in other major products for sale on the American market. 

Mr. Hatianan. Very definitely so. 

As I said a while ago, I think the oil industry has shown the greatest 
amount of restraint, so far as increase in price is concerned, during 
this inflationary period. I do not think there is any other basic 
industry that can show a record that compares with the petroleum 
industry so far as increased prices to the public is concerned. 
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Mr. Sprincer.Would you say, Mr. Hallanan, that that is also true in 
the production and sale of n: atural gas to the public? 

Mr. Hauianan. Natural gas? 

Mr. Sprincer. Yes. 

Mr. Hatuanan. Yes. 

Mr. Sprincer. Your answer would be the same? 

Mr. Hatianan. The answer would be yes. 

Mr. Sprincer. My second point has to do with the importation of 

oil, at page 14: 

Oils from abroad should be available to the United States to the extent that it 
may be needed to supplement our domestic supply. 

Now, would you state as nearly as you can in concrete figures how 
many barrels per day you think would be fair to import of ‘oil and to 
supplement our domestic needs ? 

Mr. Hatxianan. Of course it would be difficult to reduce that to the 
terms of barrels, because of the increased demand. But I think the 
Cabinet Fuels Committee, after an exhaustive study, recommended 
that the ratio be based upon the 1954 oil imports, as compared with 
the domestic production, and that was approximately 14 percent. 

Mr. Sprincer. Can you tell this committee what the percent was for 
the year 1956? 

Mr. Hartanan. I would say between 19 and 20 percent, Congress- 
man. 

Mr. Sprrncer. Now, my last question: Do you feel that the present 
ratio of imports of foreign oil at the rate of 19 percent 

Mr. Hatianan. Did you finish ? 

Mr. Sprrncer. I have not finished. I want to phrase this to get it 
exactly. 

Would you read that question back, Mr. Reporter, that far? 

( The record was read by the reporter. ) 

Mr. Sprincer (continuing). At the rate of 19 percent is critically 
harmful to the domestic industry. 

Mr. Hatxianan. I think it is harmful and excessive, and that the 
limitations should not exceed 15 percent. 

Mr. Sprincer. Mr. Chairman, may I call for 1 more question? I 
don’t like to exceed my 3, though. 

I used the words, Mr. Hallanan, “critically harmful” for a definite 
reason, and that is to find out whether this is going to be any real 
blow to the domestic industry, insofar as explor ation and production 
is concerned. 

Mr. Hatianan. Well, Congressman, I might point out—you take 
companies that are producing in the State of Texas will be ‘cut back 
to 16 days’ prodution for the month of April, and I attribute that very 
definitely to the fact that imports are excessive and beyond what they 
should be in relation to domestic demand. 

Mr. Sprincer. I thank you, Mr. Chairman. 

The Caarman. Mr. Bush. 

Mr. Busn. Mr. Hallanan, first I want to compliment you for your 
very enlightening and practical statement with understandable lan- 
guage in ‘which you presented it to us, along with your charts. 

Mr. Hatitanan. I appreciate that. 

Mr. Busn. It was very, very informative, and I think it is going 
to be very worthw hile to this committee. 
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The oil industry today, in your opinion, would find itself in critical 
situation financially had it not been for the fact that people in that 
business were able to discover large reservoirs of oil at a time when 
prices were very much lower than they are today ? 

Mr. Hatianan. That is exactly true. If we were depending upon 
profits today based upon oil that we found last year or the year before 
or 3 years ago, we would have no profits. 

Mr. Busu. Financ: ally, you would be almost bankrupt ? 

Mr -HALianan. We would be cr itically hurt. 

Mr. Busn. That’s all. 

The Cuatrman. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Hallanan, the quality of your statement has been elaborated 
on at some length, so I will not repeat what has been said, except to 
associate myself with my colleagues in all their compliments today 
that have been given you. 

Mr. Hatianan. Thank you, sir. 

Mr. Avery. I don’t know much about the Plymouth Oil Co., Mr. 
Hallanan. Is it primarily a production company ? 

Mr. Hatuanan. Yes. 

Mr. Avery. Do you have any refineries at all ? 

Mr. Hattanan. Yes. We have a subsidiary company, Republic Oil 
Refining Co., and its refinery is at Texas City. 

Mr. Avery. You dosell crude oil beyond what you refine? 

Mr. Hattanan. That’s right. We buy more crude oil for the re- 
finery than we produce as a producing company. In other words, we 
are on the long end as a purchaser. 

Mr. Avery. Will you repeat that, please, you buy more crude oil? 

Mr. Hatxianan. That’s right. 

Mr. Avery. From whom do you buy it? 

Mr. Hatianan. From various producing companies. 

Mr. Avery. From producers ! 

Mr. Hatnanan. Yes. 

Mr. Avery. For the refinery than you actually process? 

Mr. Hautuanan. Yes. 

Mr. Avery. In what State is most of your production located ? 

Mr. Hatianan. In Texas and Louisiana. Our production is about 
20,000 barrels a day, and we refine 40,000 barrels a day. 

Mr. Avery. Isasubstantial portion of your production in Texas? 

Mr. Hatitanan. Yes: better than 90 percent. 

Mr. Avery. And I believe you said with the rollback on the alloca- 
tion by the Texas Railroad Commission, your production will only 
be for 16 days for the month of April ? 

Mr. Hatianan. That is correct. 

Mr. Avery. As compared to what in March, under this ? 

Mr. Hatianan. Eighteen days in March. 

Mr. Avery. Eighteen days? 

Mr. Hatxianan. Yes. 

Mr. Avery. Just one more question: On your statement, as was 
reflected on your charts, I believe you demonstrated there that the 
expenditures for the oil industry had expanded from 1947 to 1956 
by, and you ended up, I believe, at $6 billion? 

Mr. Hatranan. $6,100,000. 
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Mr. Avery. My question was this: That item that you described 
as expenditures, that is a pretty comprehensive term there. Was 
part of that put back into capital investment or were those expendi- 
tures just line items like labor and materials ? 

Mr. Hatxtanan. Those were expenditures that came from earnings, 
or from additional capital that went back into the business. 

Mr. Avery. It all went back into the capital outlay, then ¢ 

Mr. Hauxianan. That’s right, yes, all went back into capital out- 
lay. In other words that is what represented the cost of doing busi- 
ness over that period of years. 

Mr. Avery: That could not quite be both, the cost of doing busi- 
ness could not all go back into capital outlay because you would 
have some major items, some on production such as labor and 
materials. 

Mr. Hatianan. Well probably I didn’t make myself clear. 

Mr. Avery. That is what I was trying to get straight for the 
record here. I am sorry. 1 marked that place in here some place. 

Mr. Hatianan. Do you have the page ? 

Mr. Avery. I will have it. 

Mr. Hatianan. It is related wholly to capital expenditures, Con- 
gressman. 

Mr. Avery. Isee. All right. 

The Cuatrman. Mr. Alger. 

Mr. Acer. Mr. Hallanan 

Mr. Hatianan. Yes, sir. 

Mr. Acer. I wanted to ask you, while it is obvious that you are 
now speaking for the oil industry, what relationship do you think, 
or how typical is this situation with other industrial situations that 
are caught now in the cost-price squeeze, and how serious is the cur- 
rent trend, if there is such a trend, squeezing industry to lower 
and lower margins at time of high costs? Do you see this as a na- 
tional picture or just the oil industry ? 

Mr. Hatnanan. Well, I can only speak for the oil industry because 
that is what I come in contact with. That is the reason I gave you 
the figure I did a while ago, to show how highly competitive it is, 
first in answer to the charges of monopoly. I don’t know of any- 
thing more competitive than the selling of gasoline or oil products, 
and it has put the oil industry in a very serious squeeze financially 
because we are not recovering the amount that we should recover 
in the way of profit to carry on the increased necessity, at larger ex- 
pense, of exploring for oil. 

Mr. Acer. This I understand. 

Mr. Hatianan. I can only speak for the oil industry; as to 
whether or not it is a general pattern, I would hesitate to express an 
opinion. 

Mr. Areer. As a man who is eminently successful in business, I 
feel your business acumen is sufficient to tell the Congressmen a good 
deal about maybe this price-cost business, but I won’t pursue that 
further. 

I share the enthusiasm of my colleagues for your statement today, 
and as a newcomer here in the Congress, from Texas, I am sympathetic 
but there are, at the same time, no stars in my eyes when I look at this 
situation and I would say, frankly, that I do not think the analogy on 
page 10, comparing oil with other liquids is too good, I would rather 
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you would not use that in selling the public, that brings me to the point 
I wanted to ask about : What effort is made by the oil industry, as you 

see it, to tell the people of this country the facts about oil production! 
I know that you have lots and lots of trade journals and magazines, 
but—is it getting across to the people? 

Mr. Hatitanan. We, of course, have attempted to carry on through 
the American Petroleum Institute a very extensive campaign of pub- 
licity. There are many who feel that it has not paid off, perhaps we 
have been talking to ourselves too much, to our own groups and we have 
not gotten the story over 

However, as I attempted to say here this morning, oil has been a 
kind of whipping boy, and whenever anything came up in connection 
with an increase, immediately there was a great furor about the oil 
industry gouging the public. 

Now, we don’t think the facts justify that. I don’t think the record 
can justify that, but whether or not we have been able to convince the 
public of that, C ee in Alger, I have misgivings, just as you do. 

Mr. Aucer. Well, I am frankly convinced you have not convinced 
the public. 

Now, to use a phrase that you have used here, in the next to the last 
page, as [ recall it, relative to Congress encouraging—the one certain 
way to avoid such a tragedy is for Congress to encourage the independ- 
ent oil production by wildcatters and provide reasonable incentives for 
him to do so. 

Even as a newcomer, I observe the things that Congress encourages 
in legislation or as a result of being enc ouraged by the people, so that 
legislation is not going to be sponsored, I feel sure, unless the people, 
too, are interested and express their viewpoint to us. 

Mr. Hatianan. Yes. 

Mr. Acer. So, while I see the lobbies working up here to inform us 
on this level, yet at the same time we get lots of mail from people back 
home. 

You may have a very good lobby, I don’t know, but I am certain that 
at the grassroots people don’t understand that, and that is w hy I make 
this suggestion, in the hope that maybe we can get more information 
for the people so that they will tell the Congressmen in letters. I am 
certain that if you and your charts are presented in that way, so ably, 
before public groups, it would be very nicely told. I certainly enjoyed 
the testimony. 

Mr. Hatianan. Thank you. 

Mr. Areer. Thank you. 

The Cuatrman. Dr. Neal. 

Mr. Neat. Mr. Hi: allan: an, I believe you made the statement that your 
profits last year wer » approxim: itely 7 percent; is that. correct ? 

Mr. Hatianan. That’s right. 

Mr. Neat. Assuming that, as you stated in your remarks, that most 
of the independent companies and perhaps some of the larger ones rely 
to a great extent upon the annual profits as of now, upon what they 
have been able to develop in the way of new sources and reserves of oil 
in previous years when the costs were much less, do you feel that under 
present conditions, were you compelled to go out and secure the re- 
serves you now hold under present costs of production, that you could 
make a profit that would be commensurate with your investment ? 
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Mr. Hattanan. I doubt that very much, Doctor. I doubt that. 

These costs are continuing to rise and rise and there doesn’t seem to 
be any limitation upon them. It is like I pointed out here just within 
the last 3 or 4 weeks, the steel people announced another increase. 
Well, you take casing and pipe. Both are very important factors 
economically in drilling for oil, and when you are faced with that 
pyramiding of their costs that recent crude price increase, while it was 
welcome, it certainly hasn’t put us in a position to realize what we 
should for the product that we have found and produced. 

Mr. Nea. Well, as an independent producer, the country over, does 
your Plymouth Oil Co. average up perhaps in investment and produc- 
tion ? 

Mr. Hatzanan. Well, I think we have a pretty successful company, 
Doctor. 

Mr. Neat. A fairly average company ? 

Mr. Hatianan. Yes; I would say that we have had better than an 
average successful company. We have been in business since 1923 and 
our reserves—we opened up the first Permian basin field in West Texas, 
through the Big Lake Oil Co., and I would say that we have been more 
prosperous than the average independent company. 

Mr. Neat. Assuming from the statements made before that the 
larger companies rarely develop oilfields themselves, but take over that 
which has been developed by the independent companies and wild- 
catters—— 

Mr. Hatianan. The record is that about 75 percent of production 
is found by the wildcatter. 

Mr. Neat. Under present conditions, inasmuch as you have to rely 
upon holdings that you have already accumulated at prices much less 
than that which you have to pay today, is there much incentive for 
other independent agencies to go out and search for oil ? 

Mr. Hatzianan. I think that is accountable for the very substantial 
decrease in the number of wells being drilled today, which I pointed to 
in my reports, 600 and some less wells drilled in February of this year 
than a year ago, which is quite a substantial percentage. 

Mr. Neat. Do you feel that the Congress, in the way of legislation, 
should consider any legislation that might more nearly or to a greater 
extent encourage the wildcatting of oil ? 

Mr. Hatitanan. Well, of course I think Congress, in recognition of 
the necessity of oil as an essential part of our economic life, and as 
certainly a vital part of our defense, should lay down policies to 
encourage exploration and finding of oil in this country. 

Of course one of the important phases of that is in the depletion 
allowance which has provided some substantial help to the fellow who 
is going out and exploring for oil. I think we certainly have realized, 
since the Suez crisis, that we must have oil here at home, and I feel 
that since the depletion allowance was established back in 1926, over 
30 years ago, that it has proved its value in making this country 
self-sustaining in oil. 

I would hope that the Congress would look with favor at least in 
a continuance or at a continuance of the present rate of depletion and 
over and above that, I think the Congress should recognize the gravity 
of the import problem in its relation to the life of the domestic pro- 
ducer and while we want to encourage imports to the extent that they 
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do not supplant our domestic production, certainly there should be 
some guides sought as to the limitation upon which the cheap foreign 
crude can be brought into the United States. 

Mr. Neat. I am glad you made that statement. That was going to 
be my next question, the fact that excessive imports make it unneces- 
sary or rather uninviting for American capital to explore for more 
oil in our own country, and without those—— 

Mr. Hatxanan. If the imports continue to rise, and certainly there 
are those who will do what they can to see that that will happen, the 
domestic industry is going to be very seriously threatened and jeopar- 
dized. 

Mr. Neat. Which in turn would leave us in very embarrassing cir- 
cumstances in cases we were in a conflict without resources in our own 
country, with sufficient oil to carry on through. 

Mr. Hatntanan. We found in the last war that if we had not had 
our own reserves, that we would have lost the war and our allies would 
have lost the war and, we are a free people today because I think the 
industry met its responsibilities in two world wars. 

I think if Hitler had had our oil reserves in World War II, it would 
have been a different story. 

Mr. Neau. Thank you very much, Mr. Hallanan, for those re- 
marks. I want to join with the other members who complimented 
your report. I think it was outstanding in that it is basic. We have 
had the facts here, in very intelligent presentation. 

The Cuatrman. If you will permit me, Dr. Neal, Mr. Morano is 
about to leave and I want to acknowledge his presence here this morn- 
ing, in case he is interested in this problem. 

Mr. Morano. ‘Thank you, Mr. Chairman. I hope I have not inter- 
rupted your proceedings, or the proceedings of the committee. 

The Cuarrman. Not at all,sir. Weare glad to have you with us. 

Now, sir, you may proceed. 

Mr. Neat. I was going to say, I wanted to join with the other mem- 
bers in complimenting Mr. Hallanan and expressing my belief that 
the information he has given here has given us a more thorough basic 
understanding of the oil industry than some of the things we have 
listened to before. 

Mr. Hatxianan. Docior, I couldn’t help but bring out that you and 
my father were the early pioneers in medicine in Cabell County, and 
you and he were the ones that bought the gasoline in the early days 
and knew what you were getting. 

Mr. Neat. Off the record. 

(Discussion off the record.) 

The CrarrMan. I believe Mr. Williams has a question. 

Mr. Wiu1ams. I was very sorry that I was called away from the 
committee just as you began your testimony, and returned just as you 
finished. 

Mr. Hatianan. Probably, sir, you got a break. 

Mr. Wiuu1aMs. I am especially sorry that I missed it, because I 
cannot recall ever having heard so many spontaneous compliments 
accorded a witness who testified on such a controversial subject, so 
I know that it must have been an outstanding contribution that you 
made. 
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And IT may say, from what I did hear, I was very much impressed 
by the candid and forthright manner in which you responded to the 
questions of the committee. 

I look forward to the pleasure of reading your statement as I return 
to my office. 

I only have one question. When Mr. Rathbone, of Standard of 
New Jersey, was before the committee in response to a question, he 
expressed the opinion that an increase in the price of crude oil had 
long since been overdue, and he expressed the opinion also that an 
increase in the price of crude oil was inevitable, probably during this 
year, 

However, he stated that the fact that this thing was triggered on 
January 3 was probably due to the sudden demand for meeting 
Europe’s needs with United States crude oil because of the closing 
of the canal. 

Would you like to comment on that or do you share his view in that 
regard ? 

Mr. Hatnanan. Well, I think I referred to that in connection with 
the chairman’s inquiry. I don’t think that the record will bear out 
some of the alarming statements that were made in the early days as 
to the failure of the domestic oil industry to provide Europe. 

Asa matter of fact, the only hitch I think came from the fact that 
some of the European buyers insisted upon having 500,000 barrels 
of crude and not taking any products along with it. 

Now, of course, at the time there was some pipeline proration in 
west Texas, and several thousand wells were shut in at the time, did 
not have any outlet; but I think that the response was prompt and 
certainly overall record of performance would show that within a 
comparatively short time ¢ ‘rude was moving to supply Europe to the 
extent of 85 or 90 percent of 1 7 requirements and the American oil 
industry took the full credit for 1 

Of course you realize there was some criticism of some of the import- 
ing companies for not diverting their crude from Venezuela to Europe, 
instead of bringing it into this country, rather, taking it from our 
sulf ports, but the way it worked out I feel that there can be no sub 
stantial cause for criticism of our failure to supply Europe promptly 
and adequately. 

Mr. Winttams. T think the record bears that out. I think you are 
right in that, but do you agree that an increase in the price of crude 
oi] was inevitable at some time this year ? 

Mr. Hattanan. Oh, I think the increase in price was long overdue, 
and as [ have said before, I think there was great restraint shown by 
the oil industry in not increasing the price sometime before it was 
done. 

Certainly every economic factor justified it. 

Mr. Witiiams. By the same token, do you feel that the emergency 
in Europe may have hastened the increase in price to any extent, or is 
there any relationship ? 

Mr. H - ANAN. It may have had something to do with the exact 
timing of It may have hastened it a few days, but certainly it 
was not ie ‘factor that brought around the increase in the price of 
crude, 

Mr. Witirams. Thank you sir, that is all. 
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Mr. Ruopes. Mr. Chairman. 

The Cuairman. Mr. Rhodes. 

Mr. Ruopes. Mr. Hallanan, what do you mean by an independent 
integrated company? How does your company differ from the other 
big companies / 

Mr. Hautianan. I beg your pardon, sir. 

Mr. Ruopes. What do you mean by an independent in‘egrated com- 
pany, how does your company differ from the other ou companies? 

Mr. Hatuauan. We are, of course, much smaller in our area of 


activity. We don’t compare in size with the major comp and 
we are independent in that we have no connections aiek any of the 
major oil companies. We are strictly independent. We have no sub- 


servience to or association with the m: jor ol comp nies, 

Mr. Ruopes. I would like to ask ano‘her question in reg: urd to pri 

I agree with you that prices are cheap when you consider the im- 
portance of gas soline and oil, and what they ‘have to pay in other coun- 
tries for gas and oil. 

Ldoes the law of supply and demand work in oi] as it does in other 
parts of the economy ? ) 

Some of the criticism about the increase in price is that it cime at 
a time when there was a great surplus of gasoline. 

Mr. Hannanan. That was a mistake, and as I pointed out here, the 
statement was mas that the increase in gasoli ne came at a time when 
we were sWimming in gasoline. 


Well, the fact of the matter is, if you t: ke ; Way the storage a idl the 
ankeel requirements, al d we only had what amounted to 2 normal 
imber of days’ requirement for gasoline at the time that increase 


went into effect, a h was around 50 days’ supply. 

Mr. Ruopes. There is one other question I would lke to put to 
vou 
~ Mr. Hitianan. And certainly there were no excess inventories of 
crude. The crude storage was very definitely in line with normal 
requirements. 

Mr. Ruopres. Iam thinking of gasoline. 

Mr. Hatnanan. Yes. 

Mr. Ruopes. Now, there is one other criticism I freq ently hear, 
and that is that many service-station 0 perators working in an industry 
that is pretty generally prosperous find themselves working long hours 
for an income which, in the overall picture amounts to a rather law one. 

Mr. Hatnanan. Congressman, those station operators lease their 
stations, you know. They lease their stations and operate them on 
their own allowance on their gallonage. Very few stations are oper- 
ated by any of the oil companies. They are leased to the people who 
operate them on long-term lease. 

Mr. Ruopes. I understand that. I mean what it really amounts to 
is that people are working many hours and for a low rate of pay, 
when you figure it in te rms of rates per hour. 

Mr. Hatianan. If that is true, I certainly am not aware of it in 
any substantial way. 

Mr. Ruoprs. Well, it is in my district, at least those are the com- 
plaints that I hear. 

Mr. Hatitanan. May I ask what is your district, Congressman ? 

Mr. Ruopes. My district is the 14th Pennsylvania, and Reading is 
the city. 





an 
Li 
yo 
me 
w! 


Cli 
ne 


th: 


> 
ve 


sul 


Vo 
Vo 
ap) 





nt 
ier 


m- 
Gf 
of 
7 
nd 
the 
ub- 


ear, 
try 
urs 
One. 
heir 
1 on 
per- 
who 


s to 
pay, 


it in 


om- 


1g 1S 





PETROLEUM SURVEY 413 


The Cuarrman. We are glad to note the presence this morning of 
another colleague from Pennsylvania, Mr. Van Zandt, too. 

We want to say that we are very glad to have you with us, Mr. Van 
Zandt. 

Mr. Van Zanpv. Glad to be here. 

The CuarrMan. We are glad to have you before this committee, as 
you have been on various subjec ts, and glad to see you present this 
morning, indicating your interest in this problem, too. 

Mr. Van Zanvv. Thank you, Mr. Chairman. 

The Cuamman. Are there any other members of the committee 
who have any questions ¢ 

Mr. Hantanan. Mr. Chairman, may I tell you how much I appre- 
ciate this opportunity and the great courtesy that has been extended 
me. I feel that this has been a very rewarding experience. 

The CHatrmMan. Mr. Hallanan, we are very ol: id to have had you 
with us. I wanted to ask you just one question further, myself. 

First, I think we should make the record clear that the refinery 
that is spoken of, that your company had at Texas City, was the 
Republic, was it not / 

Mr. Hattanan. Republic Oil Refining Co. 

The Cuairman. Yes: Republic Oil Refining Co. is your refinery at 
Texas City. 

Mr. Hantnanan. Yes, sir; it is a subsidiary company. 

The Cuamman. The reason I wanted to mention that, in response 
to a question of Mr. Avery a moment ago, you expl: ained that you did 
have this refinery at Texas City, and Mr. Rathbone’s statement here 
before the committee where he referred to the fact that there were 
tie-in sales—that they were forced by a Texas City refiner. 

I thought the record should be very clear that your company is the 
Repubhe and not the Texas City Refining Co., that Mr. Rathbone 
referred to. 

Mr. Hfarnanan. No, we are at Texas City, but it is operated as 
Republic. 

The Cram in. Now, in view of your familiarity with this industry 
and the fact that you have been chairman of the National Petroleum 
Council and therefore are acquainted with the industry across the 
board, so to speak, what effect on the industry do you think would 
result if the Middle East again starts supplying Europe’s require- 
ments without calling upon the United States ? 

Mr. Hatianan. Well, we are then right back where we started 
from. We face the same problems that we did prior to the Suez 
crisis. 

The Cuamman. That is when the ODM takes over again ? 

Mr. Harnanan. Well. the ODM. I imagine. would be very much in 
the picture. 

The Carman. Do you think it will have any effect on the price? 

Mr. Hanianan. I doubt it, I doubt it very much if it will have any 
substantial effect on the eS ice factor. 

The Cramman. Well, on behalf of the committee let me again thank 
vou for your entntation here this morning. I can assure you that 
your presentation has been very helpful in this entire matter and we 
appreciate your being with us. 
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The committee will adjourn until 10 o’clock in the morning, at which 
time we will have an executive session and hear the State Depart- 
ment on some problems affecting aviation. 

Then, on Friday we will have Mr. Wormser and others of the 
Department of the Interior, at which time we hope to conclude the 
hearings regarding the matter of petroleum and its effect on the 
domestic industry, or the effect on the domestic industry of the Middle 
Kast and Suez crisis; following which it is contemplated that we would 
file a preliminary report for the benefit of the Congress. 

The committee will stand adjourned. 

(Whereupon, at 12:10 p. m., the committee stood in recess.) 
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FRIDAY, MARCH 22, 1957 


House or RepresENTATIVES, 
(COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in room 1534, 
New House Office Building, Hon. Oren Harris (chairman) presiding. 

The CHairman. The committee will come to order, please. 

Today we have met to continue the hearings on the matter of 
petroleum. 

Following the presentation of the Independent Petroleum Associa- 
tion on Wednesday, the committee thought it would be appropriate 
to have the Department of the Interior come back and give us, now, 
a status report on the oil lift to Europe, petroleum matters affected 
by the Middle East crisis, the Suez Canal situation and its effect on 
our own domestic industry, and therefore on the consumers of the 
United States. 

We are very glad to have the Honorable Felix E. Wormser, As- 
sistant Secretary of the Department of the Interior, back with us 
ee ay. Ile has with him Mr. Hugh Stewart, who also was with us 

n the previous hearings on this matter. 

“We regret that the Secretary of the Interior, Mr. Seaton, cannot 
be at this meeting, but, of course, we know about his condition, which 
has made it necessary for him to remain in the hospital. 

Since the primary responsibility of this whole program has been 
Mr. Wormser’s, I am sure that he should be a most appropriate off- 
cial of the Department to be here with us today to present this further 
testimony. 

[ feel that this is a rather important meeting, and probably will 
conclude the hearings on this phase of petroleum, and permit the 
committee to file a preliminary report in the near future. 

It is important because there have been some very definite changes. 
There have been some developments regarding the Middle East situa- 
tion. It is important because we now have facts showing the avail- 
ability of supplies to meet the demands of the Western European 
countries, and we are in better position to know how it has affected 
our own domestic industries. 

Therefore, Mr. Secretary, we are very glad to have you back with 
us this morning to give us your status report, and suc +h information 
as you are able to give us at the present time. 
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STATEMENT OF HON. FELIX E. WORMSER, ASSISTANT SECRETARY 
OF THE INTERIOR; ACCOMPANIED BY HUGH A. STEWART, DIREC- 
TOR, OFFICE OF OIL AND GAS; BRUCE WRIGHT, OFFICE OF THE 
SOLICITOR; AND FRANK X. JORDAN, OFFICE OF OIL AND GAS, 
DEPARTMENT OF THE INTERIOR 


Mr. Wormser. Mr. Chairman and gentlemen, I am indeed sorry 
that Secretary Seaton could not be here with you today to present 
the report I am about to make to you, in person, but you have indi- 
cated the reason why he is absent. 

Mr. Chairman, I appreciate this opportunity to come before -your 
committee again. This time I will review the operations in the oil 
lift to Western Europe and endeavor to bring you up to date on 
recent developments. 

During the past 6 weeks there has been a great deal of testimony 
contributed to the record of this committee on the petroleum situa- 
tion, the oil lift to Europe, and the part this Government and the 
American oil companies took in the entire operation. 

It is now possible to appraise with some degree of clarity the effec- 
tiveness of the oil lift to Europe and the contributions made to it 
by Government and the American oil companies. Resumption of oil 
movement through the Iraq pipelines across Syria and progress made 
toward clearing of the Suez Canal make it obvious that Europe’s 
oil-supply problem may be about over, barring, of course, unforeseen 
developments. 

Our own national security is bound up in the economic and military 
strength of the free friendly foreign nations which are allied with 
us to preserve the security of the free world. This Government has 
poured billions of dollars into some of these countries in economic 
aid and military assistance. Much of this aid has gone to Western 
Europe because the economic rehabilitation of these countries and 
their industrial security are essential to stopping the spread of com- 
munism. 

In addition to the contributions which this Government made under 
congressional ap sear ations, our citizens have invested billions of 
dollars of private capital for industrial expansion and rehabilitation 
in free foreign countries. [Europe's expansion and rehabilitation was 
based largely upon the use of oil because, with other energy sources 
limited, postwar increases in energy requirements cle pended on oil. 

Importance of oil to Western IK urope’s growing energy require 
ments is reflected by the postwar rise in oil demand of : ipproximately 
i4 percent per year, as compared to an increased demand in the United 
states of Tor 8 percent per year. 

There has likewise been a large increase in demand for oil in 
other countries of the free world. This is illustrated by the foreign 
petroleum demand figures. Exclusive of the United States and the 
[ron Curtain countries, petroleum demand rose from 2.2 million 
barrels per day at the end of World War II to 4.2 million barrels 
per day in 1952. It is now 6 million barrels per day. The demand 
in free Europe, north and west Africa exceeds now 3.2 million barrels 
per day. 

Oil production within the Western uropean countries has risen 
from 60,000 barrels per day in 1952 to upwards of 200,000 barrels per 


PETROLEUM SURVEY A417 


day in 1956. There will undoubtedly be some increase in that oil 
production, but Western Europe’s oil supplies must, over the long 
run, come mostly from the great reserves of crued oil in the Middle 
East. ‘Those reserves are now believed to contain about three-quarters 
of the total known crude oil reserves of the world. 

Oil reserves of the Western Hemisphere are, of course, substantial. 
Our own crude oil reserves have increased each year. There are also 
large proved and potential reserves in other countries of the Western 
Hemisphere. However, our friends and allies in Western Europe 
as well as other friendly countries of the Eastern Hemisphere must 
de spend largely on the oil reserves of the Middle East. 

The Office of Oil and Gas of this Department, realizing the im- 
portance of Middle East oil to Western Europe and to our own cde- 
fense, undertook studies 1 year ago—well ahead of the crisis which 
followed—of the problems which might be faced if there were an 
interruption in the supply of Middle East oil. Based on these studies, 
the Office of Defense Mobilization and the Departments of State, 
Defense, and Interior got under way studies of plans which might 
he needed to minimize the effect in Western Europe and, of course, 
on our own defense programs if there were any interruption in the 
supply of Middle East oil. 

Nationalization of the Suez Canal on July 26, 1956, by the Presi- 
dent of Egypt focused world attention on the Middle East. At the 
same time the Western European nations became acutely aware of 
their reliance on Middle East oil. 

Secretaries of the Interior had had experience in meeting the prob- 
lems of world oi] supply in two previous crises, World War IT and 
the Korean conflict. Durine the Iranian crisis at the time of the 
eo an conflict there had been set up a Voluntary Agreement Relat- 
ine to Foreign | etroleum Supply which had been established under 
Si isions of the Defense Production Act of 1950. This agreement, 
based on the successful experience of World War II, was carefully 
drawn to meet the particular needs during the Iranian crisis. <A 
similar agreement has been continued beeause of the general world 
unrest. 

Participants in the voluntary agreements have been American oil 
companies which had substantial foreign petroleum oper ations and 
extensive experience in such operations. Implementing the voluntary 

vreements, there has been a Foreien | etroleum Supply C ommittee 
made up of senior executives of the participating companies who were 
ap pom ited to the Committee and its tee ‘hniecal subcommittees | V the 
Administrator. 

The voluntary agreement as amended May 8 1956, contains two 
pr ine ipal prov isions. QOne is for the collection of foreign petroleum 
information, by and for the use of the Government. The other isa pro- 
Vv Isilon for developme nt of : ‘ Mei Nan’ , or “plans of ac ‘tion” which, when 
approved by the Shsenouenlent: would authorize cooperative action 
under Government supervision to prevent, eliminate, or alleviate 
shortages of petroleum supplies which threaten to affeet adversely 
the defense interests or programs of this country. 

Interagency discussions between the Office of Defense Mobilization 
and the Departments of State, Defense, and Interior determined that 
the mechanism provided by the voluntary agreement afforded the best 
possible means of coping with any interruption in world oil supply. 
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On August 1, 1956, the Secretary of the Interior made a findin 
that there was an emergency outside the United States that coul 
threaten the defense-mobilization interests and programs of the United 
States. This finding by the Secretary of the Interior was the result 
of the official advice on July 31, 1956, from the Director of the Office 
of Defense Mobilization that any interruption in oil flow through the 
Suez Canal or through the oil pipelines from the Middle East oilfields 
to the eastern Mediterranean would cause a crisis. The Director of 
the Office of Defense Mobilization also suggested that the Secretary 
of the Interior immediately ask the Foreign. Petroleum Supply Com- 
mittee to prepare a suitable plan or plans of action to meet such a 
crisis if it should occur. 

At that time Hugh Stewart, Director of the Department’s Office of 
Oil and Gas, was Chairman of the Foreign Petroleum Supply Com- 
mittee. Pursuant to the determination of the Secretary of the Interior, 
Director Stewart immediately initiated action for development of an 
appropriate plan of action by the Foreign Petroleum Supply Com- 
mittee to meet such a crisis. In the suc ceeding days Director Stewart 
discussed a proposed plan of action with lawyers of the companies 
participating in the voluntary agreement. A plan of action was 
prepared. It was considered and modified by Government officials, 
including attorneys of the Office of Defense Mobilization, Depart- 
ments of Justice, and the Interior. 

On August 7, 1956, at a formal meeting of the Foreign Petroleum 
Supply Committee, under the chairmanship of Director Stewart, the 
proposed pli in of action was further refined and recommended by the 
committee. The plan, as recommended by the Committee, received 

careful final study by Government officials and attorneys of Interior, 
the Oilice of Defense Mobilization, and the Department of Justice. 

Afte 1 informs ul approval of the doc amen had been obtained from 


the p 1 an of ac tion to the Dies ‘tor of the Oftic e of Defense Mobiliz: ation. 
He requested that in accordance with section 708 of the Defense Pro- 
duction Act of 1950, as amended, the Director of the Office of Defense 
Mobilization consult with the Attorney General and the Chairman of 
the Federal Trade Commission with respect to the plan of action and 
that he obtain the Attorney General’s approval of a request to the 
companies which it was contemplated would partic ipate in the plan 
of action. He further requested that the re be invited to 
partic ipate in the plan of action and in the Middle East Emergency 
Committee provided for therein. The plan of action was formally 
approved on August 10, 1956. 

At this point I wish to comment on the prompt and effective actions 
of the several Federal agencies which were involved in the develop- 
ment of the plan of action. These agencies were, in addition to the 
Department of the Interior, the Office of Defense Mobilization, Depart- 
ments of State, Defense, and Justice. It is heartening to me to find 
that these agencies can collaborate so closely and quickly to evolve a 
plan under which prompt action can be taken to meet an emergency. 

The approved plan of action provided for an implementing com- 
mittee. This committee was designated the Middle East Emergency 
Committee. That name was selected to emphasize that the plan of 
action and MEEC had one function only—to cope with problems in 
even of interruption in the Middle East oil supply. 
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Except for a few additions, participants under the plan of action 
were the same as those under the voniinky agreement. The Ameri- 
can Independent Oil Co., San Francisco, Calif., and the Tidewater 
Oil Co., San Francisco, Calif., which had previously withdrawn from 
participation in the voluntary agreement after the Iranian crisis 
because of limited foreign interests, again became participants in the 
agreement and plan of action. New companies that have joined are 
the Cities Service Co., New York, N. Y., and the Frontier Refining 
Co., of Denver, Colo. 

The Middle East Emergency Committee established six subcom- 
mittees, namely, Production, Refining, Pipeline, Tanker, Supply and 
Distribution, and Statistical. Later a seventh subcommittee was 
set up, known as the Information Subcommittee. 

The Middle East Emergency Committee, and its six subcommittees, 
immediately began the collection and study of information on foreign 
petroleum supply and demand. It quickly became apparent that, if 
the crisis was ¢ onfined to an interruption of petroleum transportation 
in the Middle East, the problem would be principally one of tanker 
transportation. Ample production of oil was potentially available 
in the Persian Gulf, in northern South America, and in the United 
States. On the other hand, the free world’s tanker fleet was barely 
in balance with normal tanker-transportation requirements. 

Attention was then concentrated on the problem of determining 
how the tanker fleet could be used to the best advantage and how 
much oil it could transport to Western Europe. 

Combining the studies of the Supply and Distribution Subcom- 
mittee and the Tanker Subcommittee, it was apparent that if one 
or both pipelines in the Middle East were interrupted, the tankers 
moving Middle East oil to Europe and the United States would have 
to be redeployed, and if the Suez Canal were closed, the redeployment 
would be even greater. 

The redevelopment of tankers depended upon several factors. The 
tanker routes from the United States gulf or Caribbean area to 
Western Europe were the shortest. Substantial amounts of domestic 
oil could be made available for export on the United States gulf 
coast without causing a shortage in domestic supplies. Additional 
amounts were available in the Caribbean area. It was obvious, how- 
ever, that the total oil readily available from the Western Hemi- 
sphere was not enough to meet all of Europe’s requirements. There- 
fore, many tankers would have to take the long route from the Persian 
Gulf around the Cape of Good Hope to Europe. It was further 
apparent that oil imports from the Middle East to the United States 
and Canada east coast would have to be diverted to Europe and this 
oil be replaced by domestic and other Western Hemisphere crude oil. 

The month of October was taken up in studying ways and means 
of making the tanker redeployment most effective and in estimating the 
amount of oil which Western Europe might expect to get. The fourth 
quarter 1956 normal oil demand for the area was forecast at 3,200,000 
barrels per day. It was estimated that this area could expect about 
75 percent of normal requirements. This degree of efficiency assumed 
that the tanker fleet would be used at its greatest efficiency by elimina- 
tion of crosshauls and split cargoes and taking advantage of the 
shortest hauls. 
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In the meantime, canal traffic was continuing at a high level, with 
oil movement approximating 1,650,000 barrels per day and the pipe- 
lines moving 825,000 barrels per day to the eastern Mediterranean. 
This was a total of 2,475,000 barrels per day, of which 2,100,000 barrels 
per day were being delivered to the European and north African area 
west of Suez and the balance to the east coast of North America 

The Suez Canal movements stopped October 31, cutting off the flow 
of 1,650,000 barrels per day. On November 3, oil movement through 
the Iraq Petroleum Co.'s pipelines to the Mediterranean was stopped 
by damage to the pipelines, cutting off over 500,000 barrels per day. 
The trans-Arabian pipeline continued in SE at 320,000 barrels 
per day. Shortly thereafter, the Saudi Arabian Government put an 
embargo on oil shipme nts from Saudi Arabia to the island of Bahrein 
and to France and Britain. 

Obviously, effective measures had to be taken so that (1) this dis- 
ruption of oil movements would not jeopardize industrial progress 
in Europe, (2) the military strength of the North Atlantic Treaty 
Chinuiainatica: would not be undermined. and (3) our defense would 
not be impaired. Nor could we overlook the fact that the European 
winter was approaching and millions of free-world citizens would be 
exposed to extreme and prolonged discomfort. This, too, had to be 
avoided. 

The international situation was then extremely delicate, and this 
Government did not see its way clear to take official action during the 
month of November. During the month, however, activities of the 
United Nations had progressed to a point where, on November 30, the 
President of the United States could authorize full operation of the 
Middle East Emergency Committee. 

On November 30, as administrator under the plan of action, I made 
a finding that a ri ige of oil transport ation had occurred. A meet- 
ing of the Middle East Emergency Committee was called for Decem- 
ber 3. The Committee was requested to prepare and submit schedules 
designed to make the most efficient use of the tanker fleet to deliver the 
maximum quantity of oil to Western Europe without interfering with 
the normal supply to other countries of the free world and without 
risking any shortage in domestic supplies within the United States. 
On the previous day, I recommended that certain amendments be made 
to the plan of action in order to provide the flexibility necessary to 
achieve our objectives in the situation that had actually developed. 
These amendments were approved on December 3. 

It should be noted that early in November the oil companies began 
to redeploy their tankers, sending a great number of them to our gulf 
coast and to the Caribbean. During the month of November, the oil 
companies, in normal commercial transactions, purchased and shipped 
to Europe nearly 13 million barrels of crude oil and products from 
our gulf coast. Other tankers were diverted around the Cape of 
Good Hope. 

In considering the tanker-redevelopment problem, it is interesting 
. know that a tanker on the Persian Gulf-Cape of Good Hope route 

‘an move to Europe only one-quarter as much oil as the same tanker 
could from the pipeline terminals in the eastern Mediterranean. The 

same size tanker moving oil from the United States gulf-Caribbean 
area to Europe can deliver about twice as much oil as it could on 
the Cape of Good Hope run. 
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In view of this, if all the tankers could have been used in the 
Western Hemisphere- to-Europe run, the maximum deliveries to 
Europe could be attained. However, there simply was not enough oil 
readily available in the Western Hemisphere. 

Actually operations during December and January made available 
to Europe from the Western Hemisphere 980,000 barrels per day of 
crude oil and products above the pre-Suez rate of export. The actual 
shipments from the United States to Europe were up 477,000 barrels 
per day. Three hundred and twenty-three thousand barrels per day 
of Middle East oil previously imported into the United States and 
Canada were diverted to Europe. These imports were replaced by 
increased use of domestic and Venezuelan crude. Shipments from the 

Caribbean to Europe increased 180,000 barrels per day. Tanker 
movements around the Cape of Good Hope proved more effective than 
had been anticipated and reached a rate of 975,000 barrels per day 
during that same period. The trans-Arabian pipeline continued 
to operate at 320,000 barrels per day and there was available in 
Europe approximately 300,000 barrels per day of local production 
and imports from the Soviet area. 

The overall supply to Western Europe, including north and west 
Africa during December and January averaged almost 3 million 
barrels per day. The effectiveness of the oil lift increased somewhat 
during February and has apparently continued at a high level thus 
far:into March. 

At this point I should perhaps touch on a comparison of the effect- 
iveness of the oil lift as shown by our figures and that reported from 
Kurope. Our figures indicated that on the basis of liftings upward 
of 90 percent of Europe’s overall normal requirements were being 
met. Reports from Europe early in February, however, indicated 
that for motor gasoline, gas oil distillates, and heavy fuels about 
80 percent of Europe's inland requirements were actually being re- 
ceived in Europe. Examination of this apparent. discrepancy re- 
vealed, first, that the European reports were confined only to the 
three groups of products mentioned, were based on actual receipts 
(which lagged behind liftings), and were based on a somewhat higher 
normal demand figure than we were using. 

The situation in Europe improved gr eatly during February because 
of an unusually mild winter and the growing effectiveness of the 
oil lift. This effectiveness appears to Shave increased during Feb- 
ruary and this far into March. 

The reopening of the Iraq pipelines has made 220,000 barrels per 
day of Iraq oil available at the pipeline terminals of the eastern 
Mediterranean. The short tanker haul to Western Europe for this oil 
will make still greater quantities of oil available. It, therefore, ap- 
pears that the oil crisis in E urope is passing, providing there are no 
further troubles in the Middle East. 

In conclusion, I think that the following comments are justified. 
It is less than 5 months since oil movements in the Middle East were 
interrupted. The canal is not yet opened, although it may be shortly. 
Iraq pipelines are operating only to 40 percent capacity, and it will 
be months before the lines are back in full ¢ apacity. Yet in this 
short period drastic revisions had to be made quickly in free world oil 
movements. This was done. Essential oil requirements of Western 
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Europe have been met. Serious disruptions in the European economy 
have been avoided and the military strength of NATO has not been 
impaired by lack of oil. 

In my opinion, there was no other plan which could have been so 
effective so quickly. This is another excellent example of the benefit 
to this Government of the close Government-industry cooperation 
which has been so effective so many times before. 

Under this plan, with only necessary Government supervision, 
the normal forces of the oil industry could function effectively. I 
think that the oil industry, and especially the American oil companies 
participating in the voluntary agreement and its plan of action, 
deserve commendation for a job well done. 

Your committee will perhaps be interested in comments made before 
the Oil Committee of the Organization for European Economic Co- 
operation by its Chairman, Angus Beckett, just a few days ago, on 
March 20, 1957. 

The OEEC Oil Committee is made up of government representa- 
tives of the 17 nations who are members of the organization. The 
OQEEC Oil Committee has had the responsibility for allocating in 
advance, among member countries, the supplies of oil which were 
scheduled to arrive in Europe. This Oil Committee set up an industry 
advisory committee made up of representatives from the import ant 
British, Dutch, and French oil companies. This industry advisory 
committee is known as the OEKEC Petroleum Emergency Group 
(OPEG). It is the E uropean counterpart of the Middle East 
Emergency Committee. The substance of Mr. Beckett’s remarks 
are as follows: 

The OEEC countries got through the winter satisfactorily because 
of substantial oil inventories before the canal closed, unusually mild 
weather, effective rationing, and efficient operations of the MEEC 
and OPEG which made available more supplies than was believed 
possible. He indicated that for the second quarter of this year the 
supplies would be approximately on the level of normal demand, but 
because of the extreme stock drawdowns the countries should consider 
that the availability would not exceed 90 percent of the normal de- 
mand in order to permit some stock replenishment. The relatively 
satisfactory outlook for the second quarter, of course, depends upon 
a continuation of industry coordination through MEEC/OPEG and 
continuing coordination through OEE( Any premature abandon- 
ment of the Government-industry mac chinery before Middle East oil 
transportation is almost back to normal would mean that Europe 
again would face a shortage of oil. 

These remarks, gentlemen, reflect three things: 

The effectiveness of the oil lift to Europe; 

2. The appreciation of our European friends for the services ren- 

dered by the MEEC/OPEG team; and 
The necessity for continuation of the effort until the job is 
finished. 

Mr. Chairman, just a few minutes ago I received another dispatch 
which I would like to read to you at this time, coming from Mr. 
Frederick Payne, Director, Office of Economic Affairs, and, as you 
know, attached to the United States regional office in Paris, and 
helping NATO. 

Now, paraphrasing: 
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It is my opinion that the collaboration between government and 
industry made possible by the mechanism of MEEC/OPEG/OEEC 
has been outstandingly successful. The oil industry has shown an 
ability for voluntary coordination within the industry and for co- 
operation with governments in order to meet a critical emergency. 

his enabled a situation to be checked which could have brought 
about for Western Europe the most serious results in both political 
and economic fields. It is clear, furthermore, that if the countries of 
Western Europe had had to resort to a competitive bidding for oil 
following the closure of the Suez Canal, this would have resulted in 
extremely .destructive effects on United States foreign policy 
objectives. 

Countries with weak economies and those less well endowed with 
tanker fleets or oil resources would have been subjected to severe suf- 
fering. Countries in the Mediterranean would have been especially 
adversely affected with a resultant worsening of their NATO position. 
The United States, in its foreign political relations, would have been 
adversely affected due to the extent and severity of criticism. It is no 
exaggeration to state that permitting cooperation by private industry 
with “guidance e from governments concerned furnished Europe with 
the maximum relief f possible during the period of the crisis. In my 
opinion, until Europe has been assured a continuous flow of oil in 
amounts it needs, and until its stock position has been satisfactorily 
restored, the European member countries of the OEEC will still need 
and continue to benefit from operations of OPEG, the MEEC, and 
OEK( 

It is interesting to speculate on what the situation in Western Europe 
might have been if there had been no voluntary agreement relating to 
foreign petroleum supply, hence no plan of action and no Middle East 
Emergency Committee. The experts think that the efficiency of the oil 
lift would not have exceeded 70 percent of what was accomplished and 
that the effectiveness indeed might have been lower. 

I wish to express my appreciation to the oil industry consultants 
who came to my assistance with advice and recommendations. This 
has been particularly helpful in assuring that our domestic require- 
ments for petroleum products could be fully met while at the same 
time this country supplied crude oil and products to the European oil 
lift. 

I must also express my appreciation for the part played in this 
effort by the State regulatory bodies which control the rate of pro- 
duction in those States nearest the gulf coast and to the domestic oil 
producers in those States for the contributions they have made to the 
increase in our domestic oil production. 

As administrator of the plan of action, I can assure you that it is 


our intention to terminate it in an orderly fashion just as soon as this 
can safely be done. 


Thank you, Mr. Chairman. 

The Cuarrman. Thank you, Mr. Wormser. 

This obviously is a very important statement. I think it should 
have the effect of clearing up the atmosphere a great deal. Obviously. 
it appears to me that everybody now, who heretofore might have had 
some criticism pointed at them. is « ae exonerated. 

I think it perhaps would be advisable, in order that each one here 
would have an opportunity to ask some questions, if you wish, if we 
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were to try to adhere again to the limited time and questions by each 
member until we have gotten around one time. 

Mr. Mack? 

Mr. Mack. Mr. Secretary, on page 6, at the beginning of page 6, 
I must admit I didn’t understand the statement that was made there 
when you say— 

On November 30, as Administrator under the plan of action, I made a finding 
that a stoppage of oil transportation had occurred. 

What do you mean by that? I understand it had been stopped for 
a month at that time. 

Mr. Wormser. Well, it was necessary to have some official recogni- 
tion of the fact that interruption had occurred sufficiently to warrant 
putting into effect our measures to cope with this emergency. So, 
that was merely a recognition of the fact that the interruption had 
occurred, Mr. Mack. 

Mr. Mack. It’s a term that you use to initiate your plan of action? 

Mr. Wormser. It was a formal step that had to be taken to initiate 
or-to’s‘art the machinery moving to relieve the European crisis. 

Mr. Mack. I hope the mac -hinery was already in operation, inform- 
ally, prior to that time. 

Mr. Wormser. It had been; yes, sir. 

The companies privately had done all they could, as a matter of fact, 
using their own resources to relieve the European situation. 

Mr. Mack. That was my thought on it, that if you had waited that 
long to start the operation, it would have been—— 

Mr. W. xmser. I did not want to give that impression, Mr. Mack. 

Mr. Mack. I just wanted that point clarified. I hated to waste a 
question this morning, but I did want it clarified. 

I would like to ask about your plans for the future, if you are per- 
fectly satisfied with the voluntary plan of action that you had, the 
voluntary system that you used during this emergency, and if you had 
any plans for or recommendations for improvement of the operation, 
such as direct lines of transportation for Venezuela to Europe in event 
of another emergency / 

Mr. Wormser. Well, undoubtedly, we should give quite a bit of 
thought to what can be done, benefiting from our own experience with 
this oil lift, to possibly perfecting the means we now have for coping 
with these emer gencies. 

But, frankly, Mr. Mack, we haven’t come to the point yet where we 
have made those studies. 

Mr. Mack. You don’t have any recommendations as yet ? 

Mr. Wormser. Not at the moment, Mr. Mack; no, sir. 

Mr. Mack. Do you think that there is a possibility of improvement ? 

Mr. Wormser. Oh, I think almost any system or scheme can be 
improved. 

Mr. Mack. One other thing occurred tome. I have no criticism on 
the system used except that I realize that you had a mild winder last 
year, and I am just wondering, if things might not have been much 
more critical if you had had a severe winter. 

Mr. Wormser. Definitely. That was a blessing, to have had a mild 
vinter. That was immeasurably helpful to us. If we had a severe 
icy, stormy winter, as Europe often experiences, I am quite con- 
fident the results might have been substantially different. 
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Mr. Mack. And in that case, the supply would not be sufficient, and 
undoubtedly you would have gotten into an area of bargining for the 
limited supply, and then still more criticism would have been heaped 
on the shoulders of the United States if that had happened. 

Mr. Wormser. I should not be surprised. 

Mr. Mack. Well, now, I think I have one question left, sir. 

I wanted to ask about the increase in prices. I understand the prices 
were increased because of the supply and demand, and because of the 
limited supply here during thisemergency. That was one justification 
for it, and the other justification involved cost factors we will not go 
nto. 

That being the case, has there been any reduction in the prices of the 
petroleum products since this situation has eased up a bit ¢ 

Mr. Wormser. Mr. Mack, as you probably know, we have kept 
aloof from any price action because we are limited by law from doing 
that, or doing anything in that field. But so far as my outside knowl- 
edge is concerned, I think there have been sporadic changes in the 
market based on the competitive situation in each region but, where 
they have occurred, I will have to ask some of our staff to delineate. 

Mr. Mack. You don’t think you would be getting involved in the 
price picture or anything remotely associated with the control of 
prices if you gave the committee the information as to whether or not 
the prices have been reduced since the situation has been eased ? 

Mr. Wormser. I am going to ask Mr, Stewart, or Mr. Jordan, if 
they know from their knowledge of the markets, just how that has 
come about. 

Mr. Srewarr. We don’t know enough about the price shifts 
throughout the country to be able to give you the type of information 
you really want. We get our information on that through the trade 
journals and from hearsay. And we simply have not the facts on 
which te base the figures. 

Mr. Mack. Mr. Chairman, I would think the Department would be 
very interested in following the prices of petroleum products, and 
especially as a result of this emergency. I noticed that yesterday the 
Shell Oil Co. had hit an all-time high for profits, Sinclair Oil Co. 
had also established a new record, Phillips Petroleum’s 1956 gross 
topped a billion dollars, and there is still considerable question in my 
mind as to whether or not that price increase was justified, and 
whether or not they did not use the emergency as a justification for in- 
creasing the prices. 

And even in that instance, I think it should be reduced at this time, 
since the emergency does not exist any longer. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. Mr. Chairman. 

I am interested particularly with reference to the statement the 
witness made on page 6 of his statement and in the fourth paragr aph, 
where he said, shee having explained the difficulties of tr aaron 
oil from the Persian Gulf by the Cape of Good Hope, or from the 
Mediterranean, he concluded that statement by saying: 

The same size tanker moving oil from the United States Gulf-Caribbean area 


to Europe can deliver about twice as much oil as it could on the 


Cape of Good 
Hope run. 
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Then, the following paragraph: 


In view of this, if all the tankers could have been used in the Western 
Hemisphere to Europe run, the maximum deliveries to Europe could be attained, 
However, there simply was not enough oil readily available in the Western 
Hemisphere. 

Now, it is to that that I intend to direct my inquiries. 

What areas did you have in mind when you made the statement 
that there was not enough oil readily available in the Western 
Hemisphere ? 

Mr. Wormser. I had the United States and Venezuela, largely, in 

mind, Mr. Wolverton, because those are large producers of crude oil 
and at the time of the crisis their production had not, of course, been 
increased. Subsequently it was increased, and oil did become avail- 
able to ship to Europe. 

Mr. Wotverron. You say you had largely in view Venezuela and 
the American production. Did you have in mind any other area 
that produces oil in the Western Hemisphere ? 

Mr. Wormser. Well, those were the two largest sources, and I don’t 
know of any 

Mr. Wotverton. Let me ask you directly: Did you have in mind 
any possible production in Mexico? 

Mr. Wormser. Well, the Mexican production, Mr. Wolverton, is 
used largely locally. I don’t think they have any available for export. 

Mr. Wotverton. Did you make any inquiry concerning that fact, 
or do you base that upon your personal or general knowledge ? 

Mr. Wormser. I am basing that on my general knowledge, Mr. 
Wolverton, but I shall ask Director Stewart whether he made any 
inquiry to that effect. 

Mr. Srewart. We made no direct inquiry, Mr. Wolverton, because 
for some time Mexico has been an importer of oil, and our knowledge 
of their domestic requirements and their domestic production made 
it obvious that we could not expect to get any substantial amount of 
oil from Mexico even if we had made representations to the Mexican 
Government that oi] should have been made available. 

Mr. Worverron. Why didn’t you make the representations ? 

Mr. Stewart. We considered that, under the circumstances and in 
order to get prompt action, it was not necessary. 

Mr. Woiverron. What information did you have concerning Mex- 
ican production, or the possibility of Mexican production, on which 
you based your theory ? 

Mr. Srewarr. We get monthly reports from PEMEX, which is 
the Mexican Government Petroleum Operating Company. 

Mr. Worverton. Are you familiar with the recent report that was 
made by the Director of PEMEX, Senator Bermudez? 

Mr. Stewart. I haven’t read it myself. 

Mr. Wotverton. Well, I have, and I have a copy of it, and in view 
of the information that that report contains, it is very surprising to 
me that you and the Department would, in an emergency such as this, 
preclude even making representations to the Mexican Government to 
ascertain whether it would be able to help materially or otherwise in 
this emergency. 

Mr. Drxcett. Would the gentleman yield? 

Would there be a possibility of putting all or some portion of that 
report into the record? 
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Mr. Wotverron. Well, yes, it would be. I just sent to my office 
for it, but I haven't received it as yet, and I would be glad to submit 
it to the chairman to ascertain whether it does contain that informa- 
tion. 

Mr. Younger. I gave a copy to Mr. Stevenson of the staff yesterday. 

Mr. Wotverton. Maybe sooner or later we will get what we are 
looking for. 

I certainly was greatly surprised, following the testimony of Mr. 
Stewart previously before this committee, in which I remember he 
or somebody in his staff made the suggestion that the information 
obtainable from PEMEX was very limited, not very helpful, so that 
there was not much on which to base opinions. 

But, I note now, this morning, that you are definitely of the opinion, 
from information that you had received, either in monthly or other 
reports, that you did not consider that there was any possibility of 
help being obtained from Mexico, in this emergency. 

I cannot understand, and I will be perfectly frank and state it as 
plainly as I can, I cannot understand why there is such a hesitancy, 
apparently on the part of our official agencies, in ascertaining what 
the possibilities are with respect to the obtaining of oil from Mexico. 

Now, I have also had brought to my attention recently a report 
that was made by the Chase National Bank with respect to the oil 
resources of Mexico. 

Are you familiar with that report ? 

Mr. Srewarr. We haven’t seen it. 

Mr. Wotverron. Well, that report indicates that there are many 
times the amount of resources, reserves, than have been claimed here- 
tofore by the Mexican Government, or by any other known source. 

So it seems to me that there is inclined to be an interest on the part 
of others in the possibilities of Mexican production that does not find 
much assistance, say, by officials of our own Government, and I would 
like to find out some time why that is. 

I have no doubt you could give me a very detailed figure with respect 
to Canadian oil, but how is it that we cannot find out about the possi- 
bilities of Mexican oil from any official source in our Government ? 

Mr. Srewarr. The only official source we have on Mexican oil is the 
information coming to us from the Mexican company, PEMEX. 

Mr. Heseiron. Will the gentleman yield on that point ? 

Mr. Worverton. Yes; except that I assume this will be part of the 
questioning of my friend from Massachusetts, not part of my ques- 
tioning. 

Mr. Hesevron. I thought it might be quite useful if these reports, 
or copies of these reports, received from PEMEX by the Department 
could be placed in the record so that we could have them. I will leave 
that for our chairman to decide. 

The second question I would like to have discussed is whether copies 
of the record were furnished to the Middle East Emergency Commit- 
tee; I am talking about the reports from the PEMEX. 

Mr. Wotverton. Could you answer the question that Mr. Heselton 
just asked ? 

Mr. Stewart. Would you repeat it? 
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Mr. Hesevron. The question is: Were copies of the reports received 
from PEMEX furnished to the Middle East Emergency Committee 
when they were received. 

Mr. Srewarr. We did not. 

Mr. HeEse ToN. Why not? 

Mr. Stewart. It simply didn’t occur to us. 

Mr. Hesext ron. Even while that Emergency Committee was set up, 
in order to take care of the—— 

Mr. Stewart. I think it might be helpful here to know that we had 
undertaken to carry through, month after month, the general appraisal 
of the immediate producing availability in various countr les, 

Now, in this statement of Assistant Secretary Wormser’s we men- 
tioned the Western Hemisphere as a whole. We did not mention the 
individual countries. There are a number of oil-producing countries 
in the Western Hemisphere, several of them besides Mexico. But, in 
this emergency, we had to know where the oil was immediately avail- 
able in substantial amounts. The potential reserves of any given area 
which could not be drawn upon quickly was of very little concern. 

Mr. Hesevton. Mr. Wolverton 

The Cuarrman. I would like to suggest that this not come out of 
Mr. Wolverton’s time. 

Mr. Heserron. It is coming out of my time, Mr. Chairman. 

Now, on page 4, I call your attention to this statement: 

The Middle East Emergency Committee, and its six subcomuinittees, im 
mediately began the collection and study of information on foreign petroleum 
supply and demand. 

I do not know why that should not be a pertinent part. 

If I have taken my 5 mimutes, all right, Mr. Wolverton; whatever 
I have left, you may have. 

Mr. Wotverton. I certainly appreciate the generosity of my friend 
from Massachusetts. 

Now, you say you have just made a statement that I, if I wished to 
be considered captious, that I might make some reference to, and the 
statement made in here was: “the Western Hemisphere,” and that it 
was a general term. I realize it isa very general term, and that is the 
reason I asked Mr. Wormser what was included in that “Western 
Hemisphere” statement, and he told me, Venezuela and America. 

I asked him, in any other area, and he said no, there were no other 
areas. 

Now, you say there were other areas. 

Do I underst: ind that their production possibilities were taken into 
consideration in dealing with this emergency ? 

Mr. Srewarr. Mr. Wolverton, Mr. Heselton, in sending up our 
reports to Assistant Secretary Wormser, we have stressed continuously 
those areas where there was a quickly producible and available poten- 
tial. And many of the other producing areas were not emphasized 
to him, even Canada was not emphasized very much because we knew 
that we could not get a supply of oil out of Canada quickly for the 
Kuropean lift. 


Mr. Worverton. Well, I realize, and everyone else realizes, that, 


but when you speak of the Caribbean area, which includes Venezuela 
and our Gulf section, certainly you cannot overlook Mexico, and 
evidently that was overlooked. 
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Let me read a little bit from the report, and I wish I had time to 
go into this fully, but I do not. 

In the first place is the statement : 

The discovery of the San Andreas field * * * that appears to be this country’s 
largest discovery during the past 25 years. 


Furthermore, drilling was stepped up sharply—topping that of the preceding 
year by 22 percent—to break a 19th year record in field activity— 


I am speaking now from the report of the Mexican production— 


Twenty new drilling rigs and other needed field equipment were purchased. 

Kighteen new fields were discovered during the past year—a record in the 

The discovery of the San Andreas field * * * that appears to be this country’s 
reserves than during any other 12 months’ yr in the past 19 years—the best 
fields developed during the past year were listed as—San Andreas field, in the 
State of Veracruz, the Reynosa and the Tamaulipas fields in the State of 
Tamaulipas, and La Venta field in the State of Tobasco. 

The discovery of gas in known and new fields has increased— 

I won't go into that. 

Mexican oil industry moved into catalytic cracking in the refining field this 
past year—with the completion of the cat-plant at Minatitlan, Veracruz, and sevy- 
eral other units under construction at the refining centers of the nation. 

The completion this past year of the 350-mile production line from the Tampico- 
‘oastal refineries over the mountains to the city of Monterey— 

I have s sentence here that I am endeavoring to find, that I wish 
to read: it w as extreme ‘ly significant. 

Mr. Avery. Would the gentleman yield? 

Mr. Wotverron. Yes. 

Mr. Avery. I believe it has been testified to on at least two different 
occasions that Mexico buys substantial oil from the United States. It 
seems to me that that would pretty well firm this thing up that there 
would not be any potential supply of Mexican oil available for the 
emergency we are discussing. 

As I understand, we are not discussing potential, we are discussing 
what existed at the time of the emergency. 

Mr. Wotverton. I cannot afford to take the time that I believe the 
importance of this requires, but I can say to the gentlemen who has 
just spoken, without any thought of getting into any argument with 
him over it, because I find where there are differences of opinion, in 
most instances it is because of the difference of knowledge of certain 
facts, and maybe the gentleman has in mind some facts that I do not 
have. 

But, having the facts that I do have in mind, I know that there is 
no justification for using that as an excuse for not looking to Mexico 
for a supplemental supply of oil. That is very explainable, and that 
was the statement that was made in the hearing here a short time ago, 
and I have taken occasion to look into it and find that it is one that 
is overdrawn, in My opinion 

Now, Mr. C hairman, if I may. I will drop this for a moment and 
come back to it when we have finished, because I can tell you that this 
is mighty important mformation in this report, this annual report 
which was made by Senator Bermudez, and if the Department of 
Interior = not have the benefit of it, I will see to it that they get a 
copy of it, because it 1s too important to be overlooked as we look . into 
the future and possible emergencies that may occur any time. 

Now. the other one was reference to your policy with respect to 
shale. I visited the plant at Rifle, Colo. I was greatly impressed 
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with the work being done there. However, much to my surprise, 
that was dropped by the Department of the Interior, and I have un- 
derstood that vou gave as an excuse that the money was not. made avail- 
able. In my opinion, there was no great effort made to obtain the 
money. There was a decision, because probably the difference in cost 
in producing oil by shale and that of getting oil out of the ground, 
as is the common practice, it was considered not worthwhile, notwith- 
standing that the Union Oil Co. carried on its experimentations. 
What was formerty the activity of the Interior Department has been 
turned over to the Navy Department, and the Navy Department is 
particularly solicitous in carrying on the experimentation now that 
they are doing so. Because of this emergency, the Interior Depart- 
ment is asking for it to be returned to them again, which the Armed 
Services Committee of the House is opposing, “with the idea that the 
Navy should continue to carry it on. 

Before we get through today, I am going to ask some more questions 
about that, in order that we can understand whether we are going to use 
shale as a supplemental—as a supplemental source of supply in cases 
of emergency, if and when the supply in the Western Hemisphere, as 
you have stated tiis mor ning, was insufficient to meet the emergency. 

I will ask other questions later. 

The Cuarrman. Mr. Rogers. 

Mr. Roerrs. Thank you, “Mr. Chairman. 

Mr. Secretary, although I have not always agreed with the avenues 
that were followed by the Department in handling these oil problems, 
I do think that there is one thing that ought to be pointed up at the 
present time, that, in my opinion, was very unfair, and that was a 
columnist report on some testimony given by Secretary Seaton before 
a Senate committee, in which it was left to the belief, I guess you would 
say, of the reader that the Department has something to do with price 
fixing. 

Now, I think that it ought to be pointed out here and now, because 
I think there are a lot of people here in this country that have that 
same idea—the truth is that the Department of the Interior has noth- 
ing in the world to do with price fixing, nor does any other Government 
agency, insofar as oil is concerned, do they, Mr. Secretary ? 

Mr. Wormser. That is correct, sir. 

Mr. Rocers. And you do not intend to move into that area unless 
Congress authorizes you by legislation to go into a price-fixing area; 
do you? 

Mr. Wormser. Exactly. 

Mr. Rogers. I thought that ought to be pointed out because there 
has been much misunderstanding about that. 

My other question, and then I will quit, has to do with what the 
position or the policy of the Department of the Interior, or any 
affiliated Government agency, is, concerning the oil problems with 
relation to the present situation on imports. 

Now, as I understand your statement, Mr. Secretary, a great number 
of barrels of oil that had been imported into this country were diverted 
to Europe, to meet this anticipated crisis. 

My query goes to whether or not, when this thing levels off, it will be 
the position or policy of this Government to cut down the domestic 
production that was originally stepped up in order to meet this de- 
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crease in imports so that the imports that have been diverted to Europe 
can again be brought into this country ? 

Do I make my self clear ? 

Mr. Wormser. I think you do, Mr. Rogers. 

I think you have asked me two questions there, sir, and I will try 
to answer them. 

Mr. Rogers. I was trying to get that all into one question. 

Mr. Wormer. In the first ‘place, the oil imports problem, as you 
know, Mr. Rogers, is in the hands of the Office of Defense Mobilization, 
formerly under the direction of Arthur Flemming. I think he made a 
release about the oil imports picture just a week or so ago and, of course, 
he is continuing with a hope that the imports problem, which is quite a 
serious one, W ill be handled on a v oluntary basis. 

Now, so far as the cutting back of our own domestic crude oil pro- 
duction, Mr. Rogers, that is largely, as you know, in the hands of the 
State regulatory agencies. I have noticed, just a few days ago, the 
Texas Railroad Commission has already cut back its own production. 

Mr. Rocers. I understand that, but that is the situation I have 
worried so much about, because those agencies in the States set their 
allowables on the demands. 

Well, of course, when we import the oil, the demand goes down, and 
if the nomination made by these companies, or nominations made by 
these companies, to purchase oil is not sufficient, the State agencies 
certainly would be stepping outside of their jurisdiction to set allow- 
ables up or to authorize the production of oil for which there were no 
nominations or no demands, and that is the thing that has concerned 
me deeply and that I have brought up before I forget whether it was 
with you or with Mr. Rathbone. This proposition of demanding a 
step-up in the production of oil to meet a crisis in Europe, gives no 
assurance that if you step up this production, that as soon as the 
thing adjusts itself we are not sole to start importing this 330,000 
barrels a day from the Near East and cut down on the independent 
producers. That is the reason I asked the question I did. 

I don’t want to belabor the point, but I wondered if the Department 
of the Interior does have a present policy as to the future on that? 

Mr. Wormser. Mr. Rogers, we have left it completely in ODM’s 
hands, and I notice that the Director of Defense Mobilization did this. 

The Director of the Office of Defense Mobilization on March 6 re- 
quested the importing companies to file with ODM not later than 
March 22 a statement of the companies’ crude oil import plans by 
quarters for the first 6 months period following: 

(a) The opening of the Suez Canal to normal through traffic: and 

(6) When the canal is open and there is a resumption of a significant 
flow of oil through the Iraq pipeline. What he will do after that is 
obtained, I don’t know. 

Mr. Rocers. Thank you. That’s all. 

The Cuarrman. Mr. Hale. 

Mr. Hare. I have only two questions, but before I proceed with 
them, I would like to say that Mr. Wormser and Mr. Stewart were 
cross-examined about a report that they did not see. 

I think it would be fair to let them examine the Mexican report 
and, if they wish to do so, supply a comment for the record. I don’t 
mean just now, but give them time to study the PEMEX report. 
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The reason I say that is that it seems to me that Mr. Wolverton and 
Mr. Stewart were arguing at cross purposes. 

The language from the report that Mr. Wolverton read was largely, 
as I got it, about newly discovered reserves and new refining facilities, 
and what not, but it did not indicate to me that there was a presently 
exportable surplus in Mexico, and that is what we are presently in- 
terested in. 

The Cuarrman. Well, of course, it seems to me that the projection 
of the Mexican situation into this hearing is very important, and so 
far as the long-range operation is cone erned, I know of the very great 
interest many people, including members of this committee, have had 
over the years over the development of the petroleum industry in 
Mexico. 

Nevertheless, it is most unusual to me that we in Congress received 
copies of this report which seems to have been widely distributed, 
and that the Department of the Interior does not have a copy of it. 
It is something I do not understand. Certainly we may be prefer- 
ential customers of the Mexican Government in receiving these re- 
ports, but nevertheless it is widely distributed, and I do ‘hot under- 
stand why a copy of it did not actually trickle into the departments 
down at the Department of the Interior. However, I think Mr. Hale 
is correct, that the witnesses should not be required to discuss some- 
thing that they do not know anything about. I think it would be 
appropriate, because of the interest here, to make a copy of this avail- 
able to you, Mr. Secretary, and Mr. Stewart, and then that you could 
give us your comments on it, so that the record can be made clear. 

Is that agreeable ’ 

Mr. Wotverton. That is perfectly proper. All I was trying to 
do, in view of the answer that they were not aware of that report, 
was to br ing to their attention what was in the report. 

The CuarrMan. Someday I think we will probably have a special 
session which we will devote to the Mexican situation. 

Mr. Wotverron. That will be fine. There will be a lot of interest 
in that. 

The CHamman. I think it would be interesting. It is sincere and 
a very important matter, I think. 

Mr. Hate. I just want to ask two more questions. 

I want to get the pipeline picture clear. On page 5, the fourth 
paragraph, you refer to the Iraq pipeline, and that over 500,000 bar- 
rels a day was cut off. That is the pipeline that runs through Syria 
and ends at Sidon, on the Mediterranean, is it not ? 

Mr. Wormser. Not Sidon. It is the port farther north, Banias. 

Mr. Hate. Banias? 

Mr. Wormser. Banias. Yes, sir; that is correct. That pipeline 
goes through Syria. 

Mr. Hare. That is the biggest pipeline there is? 

Mr. Wormser. Yes, sir. 

Mr. Hate. And the only other pipeline is the Trans-Arabian, which 
is generally referred to as the Tapline. 

Mr. Wormser. That is the one that ends at Sidon. 

Mr. Hare. At Sidon? 

Mr. Wormser. Yes. 

Mr. Hate. And that continued in operation at 320,000 barrels 
day. Isthat its capacity, or was that cut down ? 
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Mr. Wormser. That is the capacity, sir. 

Mr. Harr. Now presently those are the only two pipelines there 
stro 

Mr. Wormser. That is correct. There is one that is idle. It has 
its termination in Haifa. But that ends in Israel, and is not in use. 

Mr. Hae. I am not clear about that. You say there is a pipeline 
to Israel that does not come through to the Mediterranean / 

Mr. Wormserr. It comes through to Israel at the port of Haifa, but 
has not been used because of the Arab-Israeli conflict. It has not 
been used for years. 

Mr. Hate. An old pipeline, disused 4 

Mr. Wormser. Yes, sir. 

Mr. Har. Is there any reason why it could not be reactivated ¢ 

Mr. Wormser. Well, it would require a settlement of the Arab- 
Israeli conflict. 

Mr. Hate. A political reason, but no mechanical ? 

Mr. Wormser. A political reason; yes, sir. 

Mr. Hare. No isn’t there a line under construction up there-—— 

Mr. Wormser. I read a dispatch the other day that there had been 
a meeting of the operating companies with a view to building a $500 
million line going through Turkey and ending in the eastern Mediter- 
ranean, but 1 don’t know what progress has been made on that. 

Mr. Hare. All I can say is that in view of all this difficulty about 
the canal, and also in view of the politic ‘al difficulties about pipelines, 
the more pipelines you can have, the safer you are, because the inter- 
ruptions to the pipelines are more likely to be political than me- 
chanical. 

Mr. Wormser. In addition, Mr. Hale, there is a tendency to large- 
size tankers, too, to obviate the use of the canal. That is quite a 
definite trend now, and that will help also to remove complete de- 
pendence. 

Mr. Hair. Except you have to go around the Cape of Good Hope. 

Mr. Wormser. Yes. 

Mr. Harr. And that is necessarily a slow operation. 

In that connection, you say in the third paragraph, on page 6: 

In considering the tanker-redeployment problem, it is interesting to know 
that a tanker on the Persian Gulf-Cape of Good Hope route can move to Europe 
only one-quarter as much oil as the same tanker could from the pipeline termi- 
nals in the eastern Mediterranean. 

Of course, what you mean is that it takes four times as long. 

Mr. Wormser. It is the increased distance. 

Mr. Harr. It moves the same amount of oil, but moves it more 
slowly. 

Mr. Wormser. That is right. 

Mr. Hare. But the advantage of a pipeline through Turkey would 
be that you would get a different, entirely different political back- 
ground than you get in moving it through Syria. 

Mr. Wormser. That would be the hope, of course. 

Mr. Harr. I should think it would be more than a hope. 

Mr. Wormser. Qh, yes. 

Mr. Harr. Some of these countries are subject to rather different 
political influences. 


Mr. Mack. Mr. Moss. 
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Mr. Moss. I have no questions at the moment, Mr. Chairman. 

Mr. Mack. Mr. Heselton. 

Mr. Hesevton. Chairman Harris has left and I’m not sure how 
much, if any, time I have left. If I have any time, I would like to 
ask a few questions, but I personally yield to Mr. Wolverton, if he 
has questions he wants to ask. 

Is the acting chairman aware of how the clock ran ? 

Mr. Mack. I am not sufficiently good as a timekeeper to know. 

Mr. Moss. Mr. Chairman, if I could, I would like to yield any time 
that I may have to the gentleman for such questions as he may have. 

Mr. Mack. The gentleman from California has the floor, Mr. Moss. 

Mr. Moss. I am happy to yield to Mr. Heselton. 

Mr. Hesevton. Thank you very much, Mr. Moss. 

I want to have clarification on three points. One, which Mr. Hale 
raised briefly, was with reference to building large tankers. 

Do the Department’s figures show w hat tankers of that size are 
under construction and what may be contemplated ? 

Mr. Srewarr. The National Petroleum Council presented at its 
recent meeting a report, the World Petroleum Tanker Construction, 
setting out the information there is available on tankers under con- 
struction, tankers on order, and tankers definitely planned in all the 
shipyards of the world. Copies of that are available to the com- 
mittee. 

Mr. Hesettron. As of what date? 

Mr. Stewart. As of January 1, this year. 

Mr. Hesenron. We can secure this from—— 

Mr. Stewart. We will see to it that you get copies. 

(The matter referred to has been placed i in the committee files. ) 

Mr. Hesevron. The second point was, as I read the statement, the 
Secretary made a finding on August 1, 1956: 

That there was an emergency outside the United States that could threaten the 
defense mobilization interests and programs of the United States. 

And on page 7, I notice that in referring to the optimistic situation 
with reference to the so-called oil crisis in Europe as passing, he very 
wisely put in a provision: “providing there are no further troubles in 
the Middle East.” 

I suppose we are all bound to take judicial notice of the present 
situation there, but it raises in my mind the sgh as to whether or 
not there was any thought of rescinding this finding in the future as 
to any emergency, or if any thought has been given to that matter of 
when the present emergency might be terminated: rather, when the 
finding might be terminated. 

Mr. Wormser. Mr. Heselton, we give virtually day-by-day atten- 
tion to the Middle East crisis to see whether it would be desirable to 
terminate the operations of MEEC but, as you said a moment ago, 
there still is an unsettled condition abroad which makes it necessary 
to carry on for the time being. 

Mr. ‘Hesetton. Then, in interpreting the language about the oil 
crisis passing, with the proviso, the intention, as I understand it, of 
the Department and of the Secretary is to keep abreast of the situa- 
tion until it is definitely established that it has passed. 

Mr. Wormser. Yes, sir. 
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Mr. Heseiron. The third question has to do with the discrepancy 
in figures that appeared when you were, I think, before the committee 
previously. 

As I understand it, you said an examination of the apparent dis- 
crepancies revealed various figures: 


examination of this apparent discrepancy revealed, first, that the European 
reports were confined only to the three groups of products mentioned, were 
based on actual receipts (which lagged behind liftings), and were based on a 
somewhat higher normal demand figure than we were using. 

You mentioned those three groups as being motor gasoline, gas oil 
distillates, and heavy fuels. 

I am not sure that I understood what you mean by ree eipts against 
liftings. You mean the products that were deposited in Western 
Europe as against the products that were based on figures in other 
areas ? 

Mr. Wormser. That is correct. 

Mr. Hesevron. Their receipts were not as high as you anticipated, 
and the amount was low? 

Mr. Wormser. That is correct. 

Mr. Heseiron. Was that due to time lag or to the fact that they 
were diverted to some other area ? 

Mr. Wormser. I would say largely time lag, yes. 

Mr. Hesevron. No diversion? 

Mr. Wormser. No, sir. 

Mr. Hesetron. Now, the second posible discrepancy, on the second 
page, had to do with a somewhat higher demand figure than we 
were using. 

I wonder if it would not be helpful in terms of this study if we knew 
the demand figure in regard to the various products, as well as move- 
ments, you were using, and what developed to be the actual demand 
figure that came to you, I take it, sometime in February. 

You do not need to answer that now. But can you furnish that, 
so that we will see what figures you were using as the damand figure 
and what figures actually turned out to be the actual demand figures? 

Mr. Srewarr. Yes, we can supply that for you now. 

Mr. Hesevron. I think that might be helpful. 

(The information requested follows :) 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF OTL AND GAS, 
Washington, D. C., April 10, 1957. 
Mr. ANDREW STEVENSON, 
Adviser, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


Dear Mr, STEVENSON: At the hearings before the Committee on Interstate and 
Foreign Commerce on ’ Friday, March 22, 1957, Mr. Heselton requested Mr. 
Wormser to supply the demand figure in regard to the various products as well 
as movements that the Office of Oil and Gas was using, and what developed 
to be the actual demand figures (pp. 824 and 825 of the transcript). 

The attached compilation from OPEG supplies the requested information for 
the principal petroleum products; namely, motor gasoline, distillate fuel oil, 
inland and bunker use, and residual fuel oil, inland and bunker use. As you 
know, the OPEG confines its statistical releases to these 3 main products, which 
comprise over 75 percent of the normal petroleum demand in the OEEC area and 
Spain. 

The deviations in consumption from normal demand are accounted for in 
the case of motor fuel by restriction in use due to rationing. The consumption 
of fuels for bunkering ships is considerably below normal requirements in the 
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OEEC area, because of double bunkering in the Caribbean area and the United 
States gulf, and shifting of some normal European bunker demand to West 
Africa and South Africa to accommodate the ships going around Africa instead 
of their normal route through the Suez Canal. The lower consumption of inland 
residual fuel is probably accounted for by the mild winter experienced in Europe 
and through measures to curtail use. 

An insertion of the statistical table will be included in the transcript which 
will be returned shortly. 

Sincerely yours, 
H. A. Stewart, Director. 


Consumption of main products compared with normal demand, OEEC area and 
Spain, first quarter, 1957 


[Thousands of barrels daily] 
i 
Motor Distillate | Residual | Total, 
gasoline | fueloil | fueloil | main 


products 


Supply: 


Imports from free world 50 225 232 507 
Imports from U. 8. 8. R. and satellites . 1 21 28 | 50 
Synthetic-fuel productio1 24 2 | 1 | 27 
Refinery output 408 427 657 1, 502 
Total supply 483 685. 918 2, 086 
Less exports 23 23 21 | 67 
Supply available for OEEC area- 460 662 897 2, 019 
Stock change +46 1 —30 +15 
Total indicated consumption 414 663 927 | 2, 004 
Bunker loadings 60 132 192 
Inland demand 414 603 795 1,812 
MEEC Ist quarter normal demand 
Bunkers 77 215 292 
Inland demand 496 607 992 2, 095 
Total ‘ 496 684 1, 207 2, 38 
Indicated consumption compared with MEEC esti- 
mated normal demand (percent 
Bunker fuels 78 61 66 
Inland demand -.- 83 ay 80 87 


Source: Latest estimates of OPEG and MEEC, 


Mr. Hesertron. I might just express this point of view, because | 
have a great fondness for my friend from Texas, but I would not want 
the fact that I did not raise the question of the wisdom of imports to 
this country of oil as being significant to all consuming areas, and I 
have, of course, in mind the northeastern area of the country, and I 
realize that there are troublesome and difficult problems to be solved, 
but I hope that a line can be reached which will not jeopardize the 
legitimate interests of the producers, and at the same time will not 
adversely affect the legitimate interests of those who now heavily 
depend on oil for their heating purposes. I realize that problem is 
not in your field necessarily, but I would like to have the record show 
that point of view. Thank you very much. 

Mr. Rogers. The Chair now recognizes Mr. Springer. 

Mr. Sprincer. From the overall picture, Mr. Wormser, I take it at 
this time, March 22, 1957, you are satisfied with the oil lift to Europe? 

Mr. Wormser. Yes, sir; definitely. 

Mr. Sprincer. If the difficulty over the Suez Canal should continue 
on a rather indefinite basis for an indefinite period, can this oil lift 
continue to do the job all of that time / 

Mr. Wormser. We are entering now into the favorable seasonal 
area, and I think it can carry on indefinitely, Mr. Springer. 
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Mr. Sprincer. In the case of a war, or for any other reason, the Near 
East should be cut off from the West, do you have a plan to sibaly 
Western Europe ? 

Mr. Srewarr. Mr. Springer, we have another industry advisory 
group, the Military Petroleum "Advisory Board, which works jointly 
for the Department of Defense and the Department of the Interior. 
From time to time the Department of Defense gives the basic guidance 
under a given war plan and, through the Military Petroleum Advisory 
Board and our own staff, we determine the capabilities of our supply 
to fuel the war under the strategic assumption they give us. 

We are still, today, operating under the plan that was presented 2 
years ago. It has been revised, from time to time, as the petroleum 
potentialities increased. 

A new plan is just now getting underway in which just last week 
we make a request of the Militar y Petroleum Advisory Board, alerting 
them as to what the scope of the plan would be. During this summer 
and fall, the military will give us the strategic assumptions and guid- 
ance necessary for the completion of a new “pl: in. But that is a con- 
tinuing matter, so that we at all times have a plan which is very close 
to usability. 

Mr. Springer. That’s all, Mr. Chairman. 

The CHatrmMan. Mr. Dingell. 

Mr. Drncetit. Thank you, Mr. Chairman. 

Mr. Secretary, I was tremendously interested in one comment you 
made. You said it had been an extremely mild winter in Europe. 
What would be the effectiveness of the oil lift if it had not been for the 
fact that you have had a mild winter? 

Mr. Wormser. That is conjecture, of course, and I would even 
hesitate to guess, Mr. Dingell, but it would have been quite a bit im- 
paired. We still would have gotten a lot of oi] there and relieve the 
pressure on Europe, I believe. The lifting would have carried on, 
but it probably would have had to have more oil and other products 
than they actually received. I hate to guess on that. 

Mr. Drncetu. I realize it is a very dangerous question, and T want 
to be fair to you, but, since we are discussing the effectiveness of this 
lift, I am extremely interested to know whether or not this lift would 
have been as successful, as far as we are concerned now, if it had not 
been for this mild winter, and, if not, what would the impairment have 
been ¢ 

Mr. Wormser. Well, I think, with a severe winter in Europe and 
no oil lift, it would have been disastrous. 

Mr. Dinceti. And with a severe winter in Europe and an oil lift? 

Mr. Wormser. We would have come to the rescue of Europe, any- 
way, somehow or other. 

Mr. Dincett. They would have been in a very bad way ? 

Mr. Wormser. They would have been in serious straits ; yes, sir. 

Mr. Dincetu. Now, the next thing that concerns me is along the 
Imes which my colleague from New Jersey was discussing, Mr. Wol- 
verton. I believe you said you disregarded Mexico as a source of 
supply. 

Mr. Wormser. No, sir: we did not disregard it, but we felt there was 
no supply promptly available in this situation. 

DinGeLL. Did you make a study of the situation to determine 
wietioa there was any immediately available supply ? 
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Mr. Wormser. I believe the Office of Oil and Gas did. 

Mr. Srewart. I can answer that, Mr. Dingell. I am prompted by 
one of the men from our Program Division who said that the Middle 
East Emergency Committee had the potential productive capacity of 
Mexico through information supplied by PEMEX, and that we had 
the same information in our own office. But for immediately avail- 
able surplus production there was nothing we could depend on on a 
moment’s notice. There are other areas in the Caribbean where the 
same thing applied. 

Mr. Drncetx. Tell me this: How do you rhyme that with the fact 
that you didn’t even know about the PEMEX report showing the 
huge new discoveries. 

Mr. Stewart. This particular PEMEX report had not come to 
my attention, nor to Assistant Secretary Wormser’s. Those reports 
flow into the office. We get them from Mexico and we get them from 
other countries. 

Mr. Dincetx. What happens to these reports when they come in the 
office? Are they filed or discarded, put to use, or what ‘ 

Mr. Srewarr. They go into the background information our Office 
of Oil and Gas uses in basing its studies on worldwide potentialities. 

Mr. Dincety. Tell me this, then: Was not Canada also a source of 
immediate supply? Is Canada not a substantial exporter of oil? 

Mr. Stewart. No. Canada is a big net importer of oil, except to 
our Pacific Northwest, and some oil, principally into Minnesota. 
Canada has a growing potential, but, likewise, Canada is as yet short 
of pipeline outlets, so that the amount of oil that can be taken out is 
relatively limited. 

Mr. Dinoetx. Let me ask you this: When was the Suez Canal 
closed ? 

Mr. Stewart. October 31. 

Mr. Wormser. October 31. 

Mr. Dineetx. October 31. And the oil lift did not begin until 
when, sir? 

Mr. Stewart. I think I can straighten you out on that, Mr. Dingell. 
The actual movement of oil from other sources started in the first 
week in November. The oil companies started redeploying their 
tankers and started buying oil, particularly in the United States, and 
moving that oil to Europe. That oil movement got started toward the 
end of the first week in November. 

The first official action where the Government could start operations 
under the plan of action did not take place and could not take place 
until Assistant Secretary Wormser had made the official finding on 
November 30, and the official request to the Middle East Emergency 
Committee to submit schedules and to start movements of oil under 
those schedules. 

Mr. Dincetx. So there was a lag, then, from the 13th until the 
time that the Secretary made this finding on the 3d of November; 
is that correct ? 

Mr. Stewart. A lag from the 1st of November—the canal closed on 
October 31. The Iraq pipelines were sabotaged on November 3. 

Mr. Drncetxi. And the finding was made when, sir ? 

Mr. Stewart. On November 30. 

Mr. Drincetxt. Don’t you think that initial statement was issued a 
little bit late, then, in view of the real situation in the area ? 
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Mr. Stewart. Mr. Dingell, that gets into some of the background 
problems, where because ‘of the international situation we were not 
permitted to move. 

Mr. Dincer.. You said, sir, you were not permitted to make this 
move ¢ 

Mr. Srewarr. We were not permitted to move officially. The 
United States Government was in no position to take any official action 
with respect to that oil lift until we got clearance from the President, 
and we got that on November 30. 

Mr. Dincent. W hy was this delay in authorization from the Presi- 
dent forthcoming ? 

Mr. Srewarr. I don’t think we ought to go into that in open hear- 
ing, sir. 

Mr. Drinceww. I have some pretty good ideas as to why that occurred, 
and I wae a good many others present in this room have the same 
ideas. I don’t want to do anything that is going to hurt the United 
States or our allies or anybody else, but very frankly, the reason that 
that occurred was because we were squeezing the British and French to 
get out of the Canal Zone; isn’t that right? 

Mr. Stewart. That is not true. 

Mr. Dinceix. Not true? 

Mr. Stewart. That is not true. 

Mr. Dincetx. That was in substantial lineup with the official 
policy-—— 

Mr. Srewarr. What, sir? 

Mr. Dinceiti. You say there was a substantial line there, and the 
delay was hooked up with the official policy ? 

Mr. Stewart. Yes. 

Mr. Dincevt. What was the official policy ? 

Mr. Srewarr. That is what I do not think we should go into in open 
hearing. 

Mr. Dincecs.. This delay created a substantial hardship in Europe, 
didn’t it? 

Mr. Srewarr. Very little, because the tankers had to be redeployed, 
anyhow, and the oil lift to Europe had started, so that during the 
month of November there were 13 million barrels of oil moved from 
this country alone to Western Europe. 

Mr. Dinceii. Tell me this, sir, if you will: We talked about prices 
and we were told that the Interior Department and the Government 
would have taken no interest at all in a price rise. The price raise 
per barrel was 35 or 45 cents, apparently; is that right ? 

Mr. Srewarr. The crude price rise ranged from 25 to 45 cents a 
barrel, as I remember it. 

Mr. Dinceti. The Government would have taken no interest if it 
had just been 25 to 45 cents a barrel. Would it have taken no interest 
if it had been raised to $1.25 or $1.45? 

Mr. Wormser. There is nothing under the law which would have 
permitted us to take any action. 

Mr. Dince.i. Put it this way: Is there anything under the law 
but, couldn’t you come to Congress and say, we need emergency author- 
ity, because the price is going too high, and is going to hurt the con- 
sumers ? 

Mr. Wormser. That would have been done. 
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Mr. Drnceii. That was not even discussed or considered ? 

Mr. Wormsrr. No, sir. 

Mr. Dinceti. Would you have considered such a thing if your price 
had been raised $2 or $3 or $4. barrel ? 

Mr. Wormser. We would have been ver y apprehensive. 

Mr. Dincett. But you would not have done anything along those 
lines ? 

Mr. Wormser. Not without action of the Congress; no, sir. 

Mr. Dinceii. Thank you very much, Mr. Chairman. 

Mr. Mack. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. 

I have two brief questions. 

Somewhere in your report, Mr. Wormser, and I am sorry that I 

cannot find it at the moment, you referred to the amount of stock that 
was in storage in E surope on October 30. It is not important how 
much it is, except from the proportions. 

My question is this: Are there storage facilities in Western Europe 
that we can build up a little cushion through these summer months 
before we go into the fall season, so that the amount on hand October 
30 would be substantially all the storage they had in Western Europe / 

Mr. Wormser. Mr. Avery, I am glad you mentioned that, because 
one of the means of assisting Europe was to draw on this available 
supply, and they are down to a perilously low level and should be 
replenished. I am sure all countries are conscious of that, and every 
effort will be made during the present season of summer, spring and 
fall to bring them up to a normal supply, or even greater, if possible. 

fr. Avery. Were those supplies saturated ? Were theit storage 
supplies full on October 50? 

Mr. Wormser. On October 30, I am sure they were not. I don't 
know. 

Mr. SOE Virtually- 

Mr. Stewart. They were up to better than normal levels. We don’t 
have that precise information, country by country. 

Mr. Avery. In your opinion, would there be any justification for 
expending those storage facilities in Western Europe as a cushion 
against another cold winter, or the cold winter months? 

Mr. Stewart. That has been one of the main points of discussion 
in a number of meetings in Europe, and the problem of building the 
storage, building the tanks or other containers, has been one that has 
gotten a lot of attention there. It has gotten a lot of attention from 
this country, from our Government representatives who attend those 
meetings in Europe. 

Mr. Avery. It is under study there? 

Mr. Srewarr. It is under study and, as a result, it is understand- 
able I think that the European countries would be a lot more inter- 
ested in seeing to it that there were more storage tanks available and 
more oil in those tanks at a given time. 

Mr. Avery. Thank you. 

Now, one more question: At several pl ices in your statement, Mr. 
Wormser, you included some testimonials from various persons as to 
how s uccessful this oil lift had been over the past season. I notice all 
of those testimonials were from persons directly or indirectly repre- 
senting the United States, kind of like patting ourselves on the back. 

Mr. Wormser. May I correct that, sir? 
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The one I have in the statement is Mr. Beckett. 

Mr. Avery. Beckett ? 

Mr. Wormser. Angus Beckett, who is not a representative of the 
United States. He is the counterpart of the Chairman of the MEEC 
in the European Committee. 

Mr. Avery. In Europe f 

Mr. Wormser. Yes, sir. 

Mr. Srewarr. Angus Beckett is an employee or member of the 
Ministry of Fuel and Power, of Great Britain, and he is Chairman 
of the OEEC Oil Committee. He has been Chairman of that for 
several years. So he is a Government official speaking as Chairman 
of the OEEC Petroleum Committee, which is a Government. group. 

Mr. Avery. I think your clarification lends considerable dignity 
to your statement, because those of us who are not personally familiar 
with these people, we do not appreciate in what capacity they are 
speaking. ‘The fact that he is the coordinator for the British mar- 
ket I think lends considerable stature to the statement. he has made, 
in addition to his being Chairman of this Europeon Economic Co- 
operation. 

If you have similar statements from other countries, I would ap- 
preciate your putting those into the record. I think it would further 
stabilize the success of the oil movement, 

Mr. Wormser. We expect some, Mr. Avery, and we shall be de- 
lighted to put the m into the record. 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Chairman, I would like to ask for consent that Mr. Wormser 
have the opportunity of inserting into the record statements from 
individual Western European countries appraising the success of this 
oil lift this past winter. 

The CratrmMan. Do you have such a statement / 

Mr. Wormser. We anticipate some, Mr. Chairman. 

The Cuarman. How soon do you anticipate them ? 

Mr. Wormser. We have this one from Mr. Beckett, to which I re- 
ferred in my statement, and I believe there are some others on the way, 
but I just t do not know when they will es hig 

The Cuamman. You can supply them, either copies or the docu- 
ments, but let us have them when ners are available. 

Mr. Avery. That was all, Mr. Chairman. 

The CnatrmMan. Dr. Neal. 

Mr. Neat. Mr. Chairman, I shall only ask one short question, and 
I presume it will really answer itself. 

Assuming that the reserves on the Continent are practically ex 
hausted at this time, do you think that those reserves could be restor ed 
without—that is, due to the seasonal demand, could they be restored, 
unless the Suez Canal transportation is opened up during the summer? 

Mr. Wormser. I think the continued existence of our own efforts 
to help Kurope would add greatly to any effort to replenish the stocks 
that have been virtually exhausted, regardless. 

Mr. Neat. There is no purpose in relaxing the lift, as far as it is 
effective toward meeting the 100 percent demand or daily demand 
for fuel in Great Brita, say, as well as in the bringing about of a 
sufficient normal storage for next year. 

Mr. Wormser. Yes, sir; we hope to achieve that. 
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Mr. Neat. You expect the lift to be continued for some months to 
come yet, regardless of whether the canal is opened or not? 

Mr. Wormser. I know the committee will be interested in learning 
we have just extended the schedules under which the MEEC operates 
for another 60 days, and we expect to keep abreast of the situation 
and take whatever action is necessary at the end or toward the end 
of that period. 

Mr. Neau. Thank you. 

The CratrmMan. Mr. Beamer. 

Mr. Beamer. No questions. 

The Cuarrmman. Mr. Rogers has a meeting at 2 o'clock, and will not 
be able to come back. 

Off the record. 

(There was discussion off the record.) 

The CHatrMan. Proceed, Mr. Rogers. 

Mr. Rogers. One question I want to develop, I don’t suppose, Mr. 
Secretary, that you probably would have the answer to it. It may be 
under ODM. But is it not true that we have been stepping up the 
imports in this country actually in the last week or two? They are 
greater now, are they not, than they were prior to Suez? 

Mr. Stewart. We have some figures which as yet are not too firm, 
but it will give you some measure. You want to bear in mind that 
these weekly figures are up and down. 

Mr. Rogers. Yes, sir. 

Mr. Srewarr. And in themselves have very little meaning. 

We have to, for our purposes, extend them over long periods in 
order to get a reasonable picture. The total imports into the United 
States in October of crude oil were 1,004,000 barrels a day overall from 
all areas and into all parts of the United States. In March the crude- 
oil imports would appear to have been a level of 809,000 barrels, which 
is roughly 200,000 barrels a day less than it actually was in October. 

Mr. Rocers. Well, now, I have a chart here from the American 
Petroleum Institute, I think—yes—which shows imports of crude oil 
and petroleum products for the week ending March 15, 1957. Ii 
shows on here, Mr. Stewart, that the imports were 1,697,200 barrels, 
that is, the total imports, and that includes distillate, fuel oil, 
asphalt 

Mr. Srewarr. That includes the products. 

Mr. Rocers. Yes, sir. Includes the products. 

Mr. Stewart. And in the winter season, the imports of residual] 
fuels, for example, are always up. 

Mr. Rogers. That’s right. I believe they are up here. 

Mr. Srewarr. And because the imports of residual fuels over the 
years has stayed relatively level on a yearly average or basis, we stress 
those a lot less than we do the imports of crude oil. 

Mr. Rogers. This chart shows the imports of crude for the week 
ending March 15 as 970,900 barrels. I don’t suppose you have seen 
this chart, have you, Mr. Stewart ? 

Mr. Srewarr. I haven’t had time to look at it. We have it in the 
office. 

Mr. Rogers. A year ago, 1956—yes; March 16, 1956, it shows 908,- 
700, which is very close. 

So the thought that occurs to me is: What is being done in regard to 
the import question? We were told before that it was necessary to 
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divert imports from this country and from Venezuela to Europe in 
order to meet that crisis, that in order to take up the slack that was 
caused by such diversion, it was necessary to increase domestic pro- 
duction in the United States. And the thing that I am disturbed 
about, and was before, is, what is going to be done in regard to this 
import question, now that the Suez is opened or partially opened, and 
we anticipated it will be opened? Are we going to fall back into the 
channel that we were in before, or are we going to permit domestic 
producers to continue to meet the demands of this country and let 
those diversions of the other Mid-East oil go on into Europe and also 
a diversion of some of the Venezuela oil ? 

Mr. Srewart. Assistant Secretary Wormser undertook to speak on 
that point a few minutes ago. 

Mr. Flemming sent a letter to each of the importing companies, I 
think on the 6th of this month, asking them to give him a forecast 
of their planned or programed imports, and to have those figures 
available for him today. 

The request was made on two bases: One, when the canal was 
opened to a reasonable amount of traffic; two, when the canal and 
the pipelines would both be opened. 

He asked for those forecasts for the two 3-month periods following 
that time, whatever that time will prove to be. When he gets that, 
he stated in his letter that he intended to scan those programs to see 
to what extent they diverge from the recommendations of the Presi- 
dential Advisory Committee on Energy Supplies and Resources 
Policy, and then he will make a determination as to what action, if 
any, should be taken. 

I know, because Assistant Secretary Wormser attended those meet- 
ings, and I have had to attend some, of this Presidential Advisory 
Committee, that that matter is under almost continuous study. Meet- 
ings are held every week or two on the matter. When this informa- 
tion is available to the Director of ODM, then we will be in a position 
to see what it looks like, and he will be in a position to decide what he 
thinks should be done. 

Mr. Rocrrs. Of course, Mr. Stewart, I realize that ODM is not 
here, but I do appreciate the fact that you all are consulting at length 
on these matters, and IT am really on a fishing expedition, but I would 
just like to get your idea about what your policy, and the Department 
of the Interior is, on the subject of whether or not you anticipate 
making recommendations that will sort of curtail some of these imports 
and stabilize this domestic industry, insofar as the independent petro- 
leum producers are concerned. 

Mr. Wormser. I will say, Mr. Rogers, our policy is to follow what 
the President’s Cabinet Committee on Minerals Policy came forth with 
afew yearsago. We want to have a strong, vigorous domestic mining 
industry, in which you can include petroleum fuels. Tt doesn’t refer 
specifically to petroleum, but in my estimation it covers the whole 
gamut of minerals. We want a strong, vigorous industry. That 
would be our overriding policy, Mr. Rogers. 

Mr. Rocers. Some of the hard-rock miners don’t think you are 
taking the position of creating a vigorous mining industry. Of course, 
that is controversial and argumentative. 

I believe that is all, Mr. Chairman. 
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The Cuatrman. Since it is shortly after 12 o’clock—— 

Dr. Neal, do you have a question ? 

Mr. Nrat. One short question. 

There is no law controlling the importation of oil or oil products; 
is there ? 

Mr. Wormser. None that I know of. 

Mr. Neat. It is purely an optional thing, administered through the 
Office of Defense Mobilization, and by and with the consent of other 
agencies, particularly your mining industry ? 

Mr. Wormser. And Defense and State and others. 

Dr. Flemming, and now Dr. Gordon Gray’s conferences, are look- 
ing into it, and there is nothing in the law, and it is purely on a 
voluntary basis, so far. 

Mr. Neat. You know there has been a great deal of controversy and 
opposition on the importation of fuel oils and residuals. 

Mr. Wormser. Yes, sir. 

Mr. Neat. And particularly the coal people are very much inter- 
ested in that, and I think there was some little disappointment on 
the part of some of the Members of Congress, perhaps in particular 
those who represent the coal districts, within the last 2 years, due 
to the fact that no definite restraining influence had been brought about 
toward the importation of more residual fuel oils than was apparently 
essential for the use of the country. 

But I would assume from what you say, the questionnaire that has 
been furnished, or the questions propounded by the Office of Defense 
Mobilization, to the importers, in order to get an idea as to their future 
policy and the extent of their importations, will probably be instru- 
mental in giving us a little bit more information as to the relative 
adjustments to be made. 

Mr. Wormser. It should help to clarify the picture materially. 

Mr. Neat. That is all. 

The Cuamman. The committee will adjourn until 2 o’clock. 

(Whereupon, at 12:05 p.m., the committee stood in recess until 2 
p. m. that same day.) 

AFTERNOON SESSION 


The Cratrman. I am very sorry to be late. 
Mr. Wormser. No apologies are necessary, sir. 


STATEMENT OF HON. FELIX E. WORMSER, ACCOMPANIED BY HUGH 
STEWART—Resumed 


The CHatrman. Mr. Wolverton ? 

When we recessed for the noon hour, we had been once around, the 
committee, and there were several who indicated they wanted to clear 
up some matters by some other questions. 

Mr. Wolverton is interested in some problems on which he wanted 
to seek some answers to questions, and other members and myself 
have some, on this particular problem that we are here for today. 

Mr. Wolverton, you may proceed. 

Mr. Wotverton. Mr. Chairman, I would like to make a prelimi- 
nary statement for just a moment, leading up to questions that I in- 
tend to ask. 
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My interest in this subject of a supplemental supply of oil, no 
matter where it comes from, is due to the situation that we found 
ourselves in when this emergency broke and created a very serious 
situation, as has been described today, and very satisfactorily 
handled from the standpoint of giving the necessary oil to meet the 
demand, that was necessary in Western Europe. 

But when you made the statement this morning, Mr. Wormser, 
that there was a difficulty because of the condition stated on page 6: 
of your statement, namely, “However, there simply was not enough 
oil readily available in the Western Hemisphere.” That was touch- 
ing a subject that I consider very vital indeed, and one which I 
think requires more attention being given to it than has apparently 
been given, if we are to judge by the lack of information we have 
gotten, not only in this hearing but at other hearings. 

I have been aware for a long time, as a result of a visit this com- 
mittee made to Mexico some years ago, that there was a potential 
supply of oil in Mexico that for some reason or other, and I may 
have my own viewpoint as to the reason, has not been developed as 
a source, a supplementary source, of oil for use even in an emergency. 

I cannot forget the great demand there was for oil during World 
War II, and even in this last emergency, as we were reaching out to 
get the supply to meet the European demand; and yet, with all the 
necessity that has arisen from this most recent emergency, overlook- 
ing for the moment the war situation, there seems to have been for 
some reason or other an unwillingness to look into the possibilities 
of oil from Mexico. 

I have the same feeling with respect to what seems to me to be 
a neglect in not having developed as a potential supply in case of an 
emergency, the use of shale as a means of producing oil. 

Those two matters have been, in my opinion, of such importance 
that I have given a very considerable amount of thought and study 
to both of them. 

Now, with respect to Mexico, the report of Senator Bermudez, Di- 
rector General of PEMEX, to which I referred this morning, and 
as to which I only had an abbreviated copy which had been put out 
by the Latin American News Institute Associates, gave some infor- 
mation, not as sufficient as I would like, but nevertheless enough in- 
formation to indicate the possibilities so far as Mexico was con- 
cerned. 

In just a moment I would like to make mention of what I consider 
the strategic value of oil supplied from Mexico in the event, par- 
ticularly of war, but certainly in any emergency, even of the char 
acter we have so recently had. 

I have found, in looking into that, that during a period of years 
under the direction of Senator Bermudez, the production, the dis- 
covery and the production of oil in Mexico has increased greatly in 
a very satisfactory way from their own economy’s viewpoint, cer- 
tainly, and what could be a very satisfactory situation as a help to us 
in the case of need, provided we availed ourselves of it. 

I realize the answer you gave, or it may be it was Mr. Stewart who 
gave it, at a previous hearing, and to which Mr. Avery made some 
reference this morning, “Well, they are buying oil from us.” 

Of course, you have got to look beneath the surface to see whether 
that is a serious matter from the standpoint of their ability to help 
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us, or otherwise. We could say we are buying oil from Venezuela, 
but it does not deny we have a very considerable supply in our own 
country, and at the same time we had bought oil from Mexico for 
certain reasons based to a great extent on location and accessibility. 

So that in itself, that mere statement, to me, knowing some of the 
facts in the case, did not mean anything. I can give several reasons. 
If you look into what kind of products Mexico got of our oil or its 
products, and where they were utilized in Mexico, you would find 
that it was a case of where it was easier to get that supply from just 
immediately across the border in the United States and utilize it 
in the border localities than it was to transport it in their own coun- 
ry from the oil fields to the point where it was to be used. It was a 
question of cost that entered into it from that standpoint, and had 
no relationship whatsoever to any lack of production. 

Possibility of production in Mexico is what I am directing atten- 
tion to. 

Now, what I would like to know, with this as a basis: How much 
do we know about the Mexican oil reserves and present production, 
and what is Mexico capable of doing in the event of an emergency 
that affects our Nation, particularly of war? A moment ago, when 
I spoke of Mexico’s strategic value from standpoint of location. I 
had in mind this fact: When you get down in the southern part of 
Mexico, where there are oilfields, there is a pipeline which runs across 
Mexico from the Gulf of Mexico over to the Pacific, so that if oil 
is needed in the Atlantic area, it can be transported from the eastern 
coastline of Mexico. If it is needed in the Pacific area, it can be 
transported from the western coastline, giving Mexico, to my way of 
thinking, a very strategic location, indeed, from the standpoint of 
supplying oil. 

Whereas the oil w e get from my Venezuela only has one way of get- 
ting to us, and that is by way of the Caribbean, and we certainly are 
aware of the difficulties that arise in the respect because of the results 
in the last war with the sinking of the tankers. 

And in addition to that, if the need was great enough and the in- 
ducement great enough, it would be possible by the use of pipelines 
to pipe oil overland from Mexico into this country without going into 
either the Pacific Ocean or the Atlantic Ocean, and thereby diminish 
or curtail the loss that would come from the danger of submarines. 

What I would like to know is, what available information do you 
have in your Department which could tell this committee what the 
reserve at the present time is in Mexico? Would you do that? 

Mr. Wormser. Mr. Wolverton, we shall be glad to do that, because 
I know that the Geological Survey, which comes under my office, has 
given attention, close attention, to the oil reserves, you might say, of 
the entire world, and I am confident that Mexico has large oil re- 
serves. 

But, sir, may I point out they have a monopoly, they have a na- 
tionalized oil industry, and how far those will be found and de- 
veloped is entirely up to the Mexican Government. We operate here 
on an entirely different basis. We have a free enterprise system. 
The Mexicans do not. 

Mexico has a nationalized oil industry and information concerning 
petroleum developments and oil reserves must necessarily come from 
Petroleos Mexicanos, the state oil agency. 
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In addition to the monthly Pemex reports of crude oil production, 
refinery operations and imports and exports, received each month in 
the Department, the Geological Survey has found that the surveys 
published by the American “Association of Petroleum Geologists cov- 
ering Mexican petroleum developments, as well as other foreign coun- 
tries, to be authoritative and comprehensive. 

The bulletin published by the association in July 1956 contains a 
chapter on developments in Mexico written by Eduardo J. Guzman 
and Federico Mina U. Mr. Guzman is the assistant exploration 
manager, Petroleos Mexicanos, and Mr. Federico Mina U. is Chief 
Geologist, Petroleos Mexicanos, This review is quite comprehensive 
and includes well completions by area, geological and geophysical ex- 
ploration in Mexico, oil and gas production, new field discoveries by 
location, successful extensions by locations, and detailed maps of oil 
and gas fields in Mexico. 

The United States Government does not compile crude oil reserve 
estimates either for the United States or foreign countries. The 
American Institute of Mining and Metallurgical Engineers published 
crude oil reserve estimates for the world including an estimate for 
Mexico of 1.90 billion barrels as of January 1, 1956. This compares 
with Senator Bermudez’s crude oil reserve estimate for Mexico of 
1.83 billion barrels as of March 15, 1957. 

Mr. Wotverton. I would not say that it was entirely up to Mexico 
as to what they would do in that respect. But, for the moment, 
assuming that it was what we have done to encourage Mexico in the 
thought of a possible market or the utilization of its oil, if Mexico 
would increase its production, have we done anything of that kind as 
a national policy ? 

Mr. Wormser. As a national policy, I don’t know, sir, just what 
has been done. Thi at — be in ICA or the State Department, sir. 
That is not in my area. I would be very glad to find out if anything 
has been done, sir. 

Mr. Wotverton. Do you not think—and I do not mean this to be 
critical in any sense whatsoever of the answer which you have just 
made, but I think it is a natural question for me to ask—do you not 
think that a department such as yours should know what the policy 
of our Nation is, whether there is any policy and, if it is delinquent 
in any respect, how it could be strengthened in order to provide, as 
I have said, a very prolific supply of oil for use in an emergency ? 

Mr. Wormser. Well, sir, so far as the prolific supply of oil in an 
emergency is concerned, we had, as I understand it, and Mr. Stewart 
can correct me if I am wrong, about 2 million barrels per day of shut- 
in capacity when this emergency arose. 

Is that correct ? 

Mr. Stewarr. Those were the figures we had. 

Mr. Wormser. We had an ample suply of oil in our own country 
without worrying about what would come out of Mexico or—— 

Mr. Wotverton. You mean for ourselves ? 

Mr. Wormser. For whatever use we wished to put it to. 

Mr. Wo tverton. Including Europe? 

Mr. Wormser. Including Europe. 

Mr. Worverron. And without any oil from Venezuela? 











448 PETROLEUM SURVEY 


Mr. Wormserr. Well, assuming all of that would have been avail- 
able, it would have had quite a bear ing on the amount that would have 
been taken from Venezuela. 

Mr. Wo xverton. Well, that was necessary, was it not? 

Mr. Wormser. Venezuelan oil? Yes, sir. 

Mr. Wotverton. And if the situation was as comfortable as your 
immediate reply would indicate, how did it come that you stated in 
yor statement that—there was that one sentence I read, “However, 
there simply was not enough oil readily available in the Western 
Hemisphere” ? 

Mr. Wormser. Precisely. The word “readily” is the one there that 
is important in that sentence, Mr. Wolverton. 

Mr. Wotverton. I see. 

Mr. Wormser. This is an emergency. We wanted to get our hands 
on the oil as quickly as possible. We could not wait for the Mexicans 
to drill oil in new areas where there might be some oil available. 

Mr. Wotverron. Do you know whether any overtures have been 
made at any time to Mexico to ascertain what = attitude would be 
toward helping us in the event of an emergency, war or otherwise ? 

Mr. Wormser. Well, that would be up to ihe State Department, 
Sir. I don’t know. 

Mr. Worverron. Has any study been made of it by your Department 
to indicate how much of a help Mexico could be? 

Mr. Wormser. We are familiar with the production that the Mexi- 
cans turn out, what refinery capacity they have, what pipelines, and 
so forth. 

Mr. Worverton. When you say that you are familiar with it, are 
you familiar with the most recent figures? 

Mr. Wormser. Yes, sir. You have those, haven’t you? 

Mr. Worverton. What have you found to be the increase at the 
close of 1956 over the beginning of 1956? 

Mr. Wormser. Are you talking about reserves or production, Mr, 
Wolverton ? 

Mr. Wotverron. I am speaking about what you just referred to, 

Mr. Srewart. From Senator Bermudez’s own statement, and this 
press release is based on his annual report which has not yet been 
received here in Washington, he stated that the total reserves of 
Mexico as of March 15 were 3,860 million barrels, of which 1, 826 
million barrels were crude oil and condensable products, and 1,260 
million barrels are gas. 

Now, they calculate gas into barrels for their reserve figures. 

In the next section—and you have, I think, the report there in front 
of you—they had a production in March of 266,500 barrels a days, 
and the average production for the year 1956 was 257,094 barrels a 
day, as compared to 250,329 barrels in 1955. 

Now, these are their own figures. 

Mr. Wotverton. Yes. 

Mr. Srewart. Both on reserves and on production. 

Mr. Wotverton. As you go back over a period of years, what does 
it show? Does ¥ not show a continual increase in production ? 

Mr. Srewarrt. I don’t have that information readily at hand, but I 
am sure it does. 

Mr. Wotvertron. Would you tell me what the production Mexico 
could be based on the reserves they have available ? 
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Mr. Srewarr. All we have on the immediate reserve producing 
capacity is the educated guess that we have through the Middle East 
Emergency Committee, based on their knowledge ‘of PEMEX opera- 
tions and perhaps of information they had directly from PEMEX. 
And that information last September indicated that Mexican pro- 
duction could be increased perhaps 11,000 barrels a day in a couple 
of weeks; in 3 months it could be increased by 20,000 barrels a day; 
and in a year be increased by 38,000 barrels a day. 

Or, since they started with a 260,000 barrel a day figure, that would 
mean that in a couple of weeks’ time they could get their production 
up to 271,000; in 3 months they could get it up to 280,000; and in 1 
year they could get it up to 298,000 bar rels a day. 

We have no way of determining, checking those figures, but they 
are an educated guess on what the potential producing capacity in 
Mexico was. 

Bear in mind, too, that the Mexican oil is almost all along the sea- 
coast, so that it is readily available to tidewater, and hence to tanker 
loading. But that was an estimate of the capabilities on a strictly 
emergency basis, not what they could be built up to in 1 year, 2 years, 
or 10. years, but what could be done immediately and in the light of 
an emergency such as we have just faced. 

Mr. Wotverton. In view of the fact that we are devoting so much 
attention as a nation to improving and strengthening our war power 
by the construction of guided missiles, atom-driven submarines, and 
what not, of latest design, all of which is done to increase our poten- 
tial power in time of war, don’t you think it is just as necessary for 
us to make some study, some examination of the sources of oil that 
are so necessary in time of war or any other emergency, and would 
that not have required a study of the possibilities of Mexico, not only 
from the standpoint of what it could do with its known reserves, but 
what could be done if produc tion was stepped up by the drilling of 
additional wells, and so forth ? 

In other words, would it not be just as advisable to have a program, 
a long-range program, in that respect as it is in these other matters 
that are so important ? 

Mr. Wormser. Well, I am sure the Geological Survey has the infor- 
mation you just mentioned about the reserves and the position of 
Mexico to supply whatever quantity it can in the years to come as they 
do of other countries in the world. 

I am sure we have that, both from a geological and from an eco- 
nomic standpoint. 

Mr. Wotverron. But we do not have it; do we? 

Mr. Wormser. We do have it, sir. 

Mr. Wotverton. You are speaking now about an educated guess. 
You haven’t any basic information, as I understand it. There has 
been no contact with the Mexican Government for requests for infor- 
mation or to obtain any knowledge as to what they could do in the 

case of an emergency, or what policies should be adopted, if any, to 
enable Mexico to build up production. 

Has there been anything of that kind done by contact ? 

Mr. Wormser. It seems to me that this information Senator Ber- 
mudez has given, supplies the information you just mentioned, about 
their reserve position, their production, and so forth. 
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Mr. Wotverton. And that comes to us, not because of your depart- 
ment requesting it, but just because this news agency has seen fit to 
put it out. 

Mr. Wormser. We have an exchange, sir, with all governments in 
the world about their mineral reserves and their resources, and so 
forth. We are getting a constant flow of that into the Department. 

Mr. Wotverton. I do not want to seem to be quibbling about it. I 
only want to ask you the question: Do you not think it is of enough 
importance to make it our business, by contact with the Department 
officials in Mexico, to understand as fully as we can what they have, 
what they can produce, and on what terms they would be w illing to 
produce it, what kind of an arrangement, if any, they would be will- 
ing to enter into with us to be helpful i in time of an emergency ? 

‘Mr. Wormser. Mr. Wolverton, 1 would say it is desirable for us to 
get all the information possible about the mineral resources of all of 
those countr ies, their potential production, the position they are in. 1 
agree with you thoroughly, let’s get all that we possibly can. 

“Mr. Wotverton. F urthermore, when you consider the fact that 
Mexico is our second-best customer, next to Canada which is first, do 
you not think that friendship which is indicated by their willingness 
to do business with us to that extent, would be a proper basis on w vhich 
we could make inquiry of them and expect to get helpful information 
and a helpful policy ? 

Mr. Wormser. Mr. Wolverton, I was in Mexico City last fall at our 
own Embassy. “We have men there who are in constant touch with 
officials of the Mexican Government, receiving that very type of infor- 
mation that you are talking about. 

Mr. Wotverton. They are receiving it? 

Mr. Wormser. They are receiving it. 

Mr. Wotverton. From your department ? 4 

Mr. Wormser. They are receiving it from the Mexican Govern- 
ment, and they transmit it to us. 

Mr. Wotverton. Well then, what is that late information that you 
have received? I gathered from the answers which had been given, 
you did not have anything other than what you had been able to get 
from this particular report that we brought to your attention this 
morning. 

Mr. Wormser. I have just been handed here reports which are given 
to us every month, and the reporting company is the Petroleos Mexi- 
canos in Mexico. These happen to be for January 1956. They show 
PEMEX production, the purchases from independent producers, the 
total production, various areas in the country that produce it, various 
supplies, refinery operations, and imports and _ exports. I will be 
very glad to introduce these in the record, sir. They are rather com- 
prehensive reports, I think, giving just the information that you have 
in minc 
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(The documents referred to areas follows:) 


UNITED STATES DEPARTMENT OF THE Budget Bureau No. 42—R-882 
INTERIOR 3 ta 
Approval expires January 20, 1951 
sureau of Mines . . 
Unclassified 


Washington, D. C. 
For use by 


Department of the Interior only 
Crude Or Report (FOREIGN) 


teporting company: Petroleos Mexicanos. 
Country: Mexico. 
\ionth: January 1956. 


Production by principal fields 


[Barrels of 42 United States gallons] 


PEMEX | Total 
PEMEX | purchase | production 
production | from inde- | available for 
pendent PEMEX 
| producers 


stocks, Ist of month. - 6, 027, 399 
1. Northern border 118, 164 118, 164 
>? - -nueco 460, 761 37, 407 498, 168 
3. Golden Lane 469, 731 26, 896 | 496, 627 
4. Poza Rica_.._. . 5, 373, 754 5, 373, 754 


Center Zone | 
Area of Veracruz. é 
isthmus. 
Ebasco. 


358, 322 
558, 495 
93, 664 





Total crude and distillate production. _- 
Natural gasoline, etc., mixed with crude_-. 





j 
Sic ceaeeee it areata 
_ . : a men eee 
rotal crude, distillate, and gasoline products aol 7, 768, 736 
Other supply (specify) 


Total (including stocks and production) -- | 13, 796, 135 
Crude runs to refineries | | 7, 342, 568 
Pipeline deliveries from country | 
Water shipments of crude country _ | 373, 031 
Other deliveries, etc. - | | ; 

Fuel and losses * . | | 215, 652 
Stocks, end of month _-.. 5, 864, 884 
To balance item 6 (total) | Bia | 13, 796, 135 


Wells: Producing, end of month, 1,602; shut-in (all purpose) 
end of month, 864. Completed during month: Oil, 20; gas, | | 
—; dry, 9. 


Note.—Items 5 and 10 were not filled up as the American Embassy stated not to include internal move- 
ment of products (interchange of crudes, etc., among fields). 

Item 7 means crude delivered to all refineries. This is the figure that should be taken for movement of 
rudes. 

Processed in refineries was reported in dispateb corresponding to refinery report 6-1348). 

Production of the New Golden Lane which was being reported as of the Golden Lane will be considered 
within Poza Rica’s production starting from this month, 

The new Golden Lane comprises following fields: Ordofiez, Sta. Agueda, Mozutla, Acuatempa, Ocotepec, 
Horcon, and Chichimantla. 


Signature: Jose N. GARCIA, 
Title: Control and Statistics Department. 
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UNITED STATES DEPARTMENT OF THE Budget Bureau No. 42—-R883 
INTERIOR Approval expires January 20, 1951 
Bureau of Mines Unclassified 
Washington, D. C. For use by 


Department of the Interior only 


REFINERY REpoRT (FOREIGN ) 


Reporting company: Petroleos Mexicanos. 
Country: Mexico. 
Month: January 1956. 

All refineries 


[Barrels of 42 United States gallons] 





Input- | Stocks, end 
output | of month 
1. Crude runs the stills ..---| 6,894, 912 1, 314, 398 
2. Natural gasoline and other light products used 194, 432 a 
3. Unfinished oils rerun (net) ‘ : ‘ 5, 123, 400 | ee 
(a) Purchased oils rerun_- ws 
Total input_-_.- ‘ cnaipaenheccieia a ; ; de 212, 744 a 
4. Aviation gasoline __ ; é 35, 5, 519 26, 763 
5. Other gasoline and n: aphthas 1, 576, 473 | 650, 919 
6. Kerosene. eee : ‘ 692, 775 | 176, 848 
7. Distill ate_. oe aie 540, 642 239, 105 
8. Residual fuel oil. __ 3, 980, 535 | 1, 943, 569 
9. Lubricating oil____- 41, 220 | 319, 331 
10. Asphalt__ . ‘ 58, 264 | 62, 978 
11. Misce llaneous-__- : sss | 185, 140 712, 916 
12. Unfinished oils produced (net) - .- wit sal A CURT Tt. oa Sic mee 
13. Losses or gains... . _ | BGG, GSE Wevcc ace om 
14, To balance item 4 (total output) 12, 212, 744 | 5, 446, 827 
15. Daily average crude-oil through-put capacity of this } lant, 222,417 barrels. 
16. Fuel consumption at plant of oils reported br ae Residual fuel oil, | 


399,406 barrels. 
Other oils (specify), 73,175 barrels. 


Signature: Jose N. GARcTA, 


Title: Control and Statistics Department. 
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105 
569 
331 
978 
916 
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UNITED STATES DEPARTMENT OF THE Budget Bureau No. 42-R884 
INTERIOR A 
Approval expires January 20, 1949 


Unclassified 


Bureau of Mines 


Washington, D. C. 
For use by 
Department of the Interior only 


PETROLEUM MOVEMENT REpPorRT (FOREIGN ) 


Reporting company: Petroleos Mexicanos. 
Country: Mexico. 


Month of January 1956. 


[Barrels of 42 Urited States gallons] 


Imports | Exports 
1. Crude oil tetas ee ; Ss A 373, 031. 22 
2. Aviation gasoline i pica daa 
3. Other gasolines and naphthas 252. 38 
4. Kerosene__. WE ‘ 3s sel 126. 19 
5. Distillate ' a oatiesh .A See 
6. Residual fuel oil . --- | 2 2, 186, 106. 71 
7. Lubricating oil | | . 
8. Asphalt 
9. Miscellaneous | ~ 
= = — | — 
10. Total | 2, 576, 788. 13 
11. Transporting companies (names of the various shipping companies which | 
transported be - oil reported above; do not give quantities: 
Owners 
Sinclair C ube Ol Co., S, A. 
Jose G. Aguilar C A. 


McBride Oil & Gas Corp. (2) 
Paragon il Co., Ine. (2) 
Coastal Commodities Corp. (2) 
Vessel chartered by buyers: 
Eastern States Petroleum Corporation of Panama, S. A. 
Southwester Oil & Refining Co. 
Gabriel Oil Co. 
Esso Export Corp. 
American Oil Co. 
Melanol Corp. | 





Includes 17,271.64 barrels bunker oil laden. 
2 Includes 60,650.08 barrels bunker oil laden. 


Signature: J. N. GARCIA, 
Title: Control and Statistics Department. 


Mr. Worverron. Is that report of sufficient importance that it 
would incline you to carry on conversations with Mexican officials? 

Mr. Wormser. Sir, we are carrying on conversations. 

Mr. Wotvertron. You mean through the State Department ? 

Mr. Wormser. We are in constant touch with the State Depart- 
ment. 

Mr. Wotverron. I do not like to say all that is in my mind to say 
in that respect, if that is what you are depending upon, but I have in 
mind that even right now, just now, when we have a corn surplus that 
is breaking the bins asunder, unable to hold it, that when Mexico 
offered to buy 30 or 50 million dollars worth of that corn that we 
seem to be willing to sell to somebody else, for some reason or other 
somebody stepped. on it, certainly not your Department, and stopped 
the sale of that corn, even after it had been approved by our Am- 
bassador. 

Now, I do not know what department that comes under. I can 
imagine where it came from, but in itself, it indicates a tendency, in 
my opinion, together with the lack of knowledge we have, that there 
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is a handsoff policy being practiced toward Mexico. Whatever the 
facts of the past have been, there are always two sides to any story, 
but whatever those facts have been, it is time for us in our own interest, 
for our own safety, to overlook the past and make from the present 
what it is possible ‘to make that would be helpful to us, and that is one 
place that it seems to me we have totally neglected to build up a 
friendly policy which could be helpful to us in the supply of oil when 
anemergency would occur. 

Now we will not devote any more time to that unless there would be 
something that you would want to say. 

I would rather now go to the question of utilizing shale as a means 
of producing oil. I only touched on that this morning. 

We have enough shale in this country to be of tremendous value in 
case it was ever ‘brought to a point where it could be produced at a 
price that would make it economical and thus make it usable by indus- 
try or otherwise. 

I am not speaking of it from the standpoint of creating that as a 
possible source of supply at the present time that would conflict with 
our present sources of supply of oil. I am speaking entirely today 
from the standpoint of the future, and the necessity of making proper 
provision for unknown contingencies that may arise. 

We saw in the last war the necessity of creating overnight a domestic 
production of rubber to meet a situation that we were faced with then. 
Now as to the question of oil, which becomes more and more and more 
important all the time, it seems to me there is additional reason for us 
to inquire into supplementary sources that would be usable in time of 
war, and it further seems to me that the shale, from what I have known 
of it, from the reading I have done, what short observation I have 
been able to have, and from what I know as to what has been accom- 
plished by the Union Oil Co. in its study, and other sources, that it is a 
possibility that should not be overlooked as a valuable potential source 
of supply in time of emergency. 

I was greatly surpr ised and disappointed when I learned that your 
Department was giving up the Rifle, Colo., development, and I was 
oratified that the Navy Department picked up the ball, where your 
Department dropped it, and it gives me increased gratification to 
realize that there seems to be a contest on hetween your Department 
and the Navy Department as to which shall carry it on in the future. 

There seems to be no doubt as to the importance of carrying it on. 
The only question now is, Who will carry it on, you folks or the 
Navy ? 

T am sorry that it got to a point such as that through lack of 
activity upon the part ‘of your Department that had previously ¢ car- 
ried on the work. 

Now what do you think should be our policy with respect to using 
shale as a means of meeting emergencies in the future? 

Mr. Wormser. Mr. Wolverton, let me briefly recite what has hap- 
pened to this oil shale investigation. When this administration took 
over a few years ago, we appointed a committee to examine all the 
research and all the activities of the Bureau of Mines to see whether 
there was any room for improvement. 

That committee was under the chairmanship of the distinguished 
president of the Missouri School of Mines, Dr. Curtis Wilson, a com- 
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mittee of five. They spent weeks examining the research activities 
of the Bureau of Mines. They came back with recommendatoins so 
far as Rifle is concerned, which they had visited and they studied, 
that unless the large oil companies which had huge holdings of oil 
shale in that area were prepared to work out a cooperative agree- 
ment with the Government, the Government should step out, that the 
Government had done enough work there with the $35 million it 
had expended to pave the way for commercial production when, as, 
and if needed. 

Subsequent to that report, and not altogether satisfied with it, the 
Secret: ary decided that we would seek the ‘best advice we could, tech- 
nical advice, as to whether or not the United States Government was 
justified in spending other taxpayers’ money to continue this 
operation. 

Mr. Wotverron. Pardon me, who was the Secretary at that time / 

Mr. Wormser. Douglas McKay. 

So we submitted this problem to the National Petroleum Council, 
an advisory council to the Secretary of the Interior. The Council 
Chairman, Mr. Hallanan, appointed a distinguished group of oil 
men, including, for example, Dr. Robert Wilson, who is one of our 
greatest tec hnologists in oil, and independent producers. 

They studied this oil-shale proposition, and they came back and 
said, unequivocally, that we have done enough wor i You are justi- 
fied in shutting it down. That is not the exact words, but that is the 
tenor of i 

We adopted this recommendation. We decided that, if the oil 
industry itself, with its gigantic holdings and with millions at its 
disposal, had such little interest in developing it, it was quite ques- 
tionable whether the American Government should devote t taxpayers’ 
funds to it. 

I then tried to find out what plans the individual companies might 
have for the actual commercial production of oil from oil shale. 

I had heard that the Union Oil Co. was quite anxious to proceed. 
[I had Mr. Reese ‘Taylor, who was then president of the Union Oil Co., 
come into my office. He told me he was prepared immediately to 
spend $4 to $5 million on a pilot plant to demonstrate whether or not 
they could produce oil shale commercially from their own holdings. 
and he said if that proved to be successful, he will be prepared to 
spend $40, $50 million, or more on a large-scale venture. 

I asked him whether he was going to make an announcement 
immediately, and he said he would do it as soon as he got to Los 
Angeles, which he did. 

And at the present time, that pilot plant is up and operating, so 
we have this distinct independent interest in an operation. 

In the meantime, sir, it so happened that, after we had decided 
not to go ahead, we had a rock fall. One of the sections of the mine 
caved in. And, after all, the secret, the commercial success of a 
oil-shale operation depends on a low mining cost. Our refining 
techniques are pretty well standardized, although there are always 
improvements made. 

It disturbed me, and we decided to go to Congress and ask for 
more money to study the mining operations. We were given a million- 
and-some-odd dollars for mining, but not for retorting. We had that 
for 1 year. 
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Then last year, I believe it was, we asked for another million dollars 
to carry this on further, but we were denied the appropriation by the 
House. 

Then came the question of the Navy’s interest. The Navy was inter- 
ested in it because, after all, the pilot plant was on Navy holdings, on 
Navy ground, and the Navy took it over and has carried on work over 
the last year. 

Now the question has arisen as to what should be done to this opera- 
tion from a research standpoint, and also what should be done from 
a custodial standpoint. And as it stands at this moment, sir, there 
is nothing in any of the appropriation bills that provides either for 
Navy or for the Interior Department having sufficient funds to keep 
the plant in a shutdown condition if no research is provided, and there 
is nothing in the appropriations to carry on continued research work. 

Mr. Wotverton. I am aware of many of the facts that you have 
already stated. But I am also aware of the fact, from what I knew 
about the matter, it indicated to me that the Department of Interior 
had lost interest in carrying it on as a development of a process, and 
that that was the original reason for it to be turned over to the Navy. 

Mr. Wormser. Well, Mr. Wolverton, when you say we have lost 
interest, we have not lost interest. The amount of research that can 
be done on oil shale 

Mr. Wotverton- Then I should have perhaps said “aggressive in- 
terest.” 

Mr. Wormser. Well, we were attempting to save the taxpayers some 
funds. The question at issue was how far is the American public 
justified in doing some pioneer research and then stepping out of it. 

Mr. Wotverton. Is it true that at about the time you dropped it 
on the advice, we will say, of the Council that it had been reported 
that the cost of production was within a few cents of the cost of oil? 

Mr. Wormser. I think it was within 2 or 3 cents, as I remember, 
Mr. Wolverton. 

Mr. Wotverton. That is what I mean. 

Mr. Wormser. Yes, sir. 

Mr. Wotverton. Do you not think that was getting pretty close? 

Mr. Wormser. Yes, sir. If that is true, then you would expect the 
companies who had these holdings would step in and do something 
about it. 

Mr. Wotverton. Of course, we could say we might expect them to 
do that. 

When you said within 2 or 3 cents, what did you mean? 

Mr. Wormser. That is on a gallon, a gallon of finished product. 

Mr. Wotverton. When you came to the point of laying stress on the 
fact that private companies had millions at their disposal and they 
owned the shale land and they would be expected to carry on if it was 
a good thing, I do not feel that we are justified in leaving it entirely 
to their judgment. There isa matter of national security, and I would 
think that, independent of what these so-called companies, interested 
companies, would have in the matter, that there was an overall interest 
that should have been displayed by our Government in this great, 
important, national-security matter, and that the Government would 
have carried it on when they got it to a point within 2 or 3 cents a 
gallon. 
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Mr. Wormser. Mr. Wolverton, we are quite conscious of our security 
responsibilities, and I hope I am at any rate. We have an agency of 
the Government, the Office of Defense Mobilization, charged with the 

responsibility of having an adequate defense of the United States, and 
we have the Military Petroleum Advisory Board. 

They are meeting constantly on these petroleum problems and, so 
far as I can find out, no indication has hon given to me that it is 
necessary to develop the oil-shale reserves of the United States for the 
security of our country. We have still plenty of shut-in oil capacity 
today. We still have vast unexplored areas where you can probably, 
[ am pretty sure, find the oil much cheaper than you can by getting it 
from oil shale. 

Mr. Wotverton. Well, that viewpoint is a little bit different from 
what I heard or learned as was expressed in the hearings before the 
Armed Services Committee in their study of this subject. 

Mr. Wormser. That may well be, sir. 

Mr. Wotverton. I was under the impression that they looked upon 
it as a very important matter from a national security standpoint. 

Mr. Wormser. It is a very important matter from the national secu- 
rity standpoint, but in the future, sir. 

Mr. Wotverton. Well, of course, we are speaking of the future all 
the time. 

Mr. Wormser. Because here is a vast, huge reserve there which we 
will some day tap. 

Mr. Wotverron. When we speak of our national security, we are 
always speaking about the future. Just one more question, and then 
I will cease. 

Now, as to the development of coal as a source of supply of oil, What 
is the development of that with respect to procuring petroleum by the 
use of coal? Is not that experiment still being carr ied on in the neigh- 
borhood of Pittsburgh ? 

Mr. Wormser. You mean the hydrogenation of coal? 

Mr. Wotverron. Yes. 

Mr. Wormser. Synthetic fuels programs. 

Mr. Wotverton. Yes. 

Mr. Wormser. There has been work going on on that score in our 
laboratories at Pittsburgh in the Bureau of Mines; yes, Mr. Wolver- 
ton. That is also a potential source of oil in the future, because we 
have coal reserves which would probably last us 2,000 years. 

Mr. Wotverton. If you will, I will just turn back a moment to the 
shale situation, I gather from what you said that you rather thought 
it was a matter for the ODM to decide, but I have before me a quota- 
tion from a letter that was written on February 26, 1957, by the Secre- 
tary of your Department, in which he said: 

The recent advance in crude-oil prices, together with uncertainty surrounding 
the availability of petroleum supplies from the Middle East, have convinced me 
that we should consider the resumption of experimental work on oil shale at 
the Rifle facility. Accordingly, this matter is being given careful study within 
the Department, and we would appreciate any ideas or suggestions which your 
technical people may have in this regard. 

The Department is prepared to request a supplemental appropriation during 


the next fiscal year if the facts to be developed from our study support the need 
for further work in that field. 
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That is a pretty definite statement of need, is it not? ‘That does not 
leave it up to anybody else to decide, does it? He has made the 
decision there, has he not? 

Mr. Wormser. Who has made the decision, sir? 

Mr. Wotverton. The Secretary. Iam reading from his letter dated 
February 26, 1957. 

Mr. Wormser. This is the Secretary of the Interior or the Navy / 

Mr. Wotverton. A letter that was written to the Secretary of the 
Navy by the Secretary of the Interior. 

Mr. Wormser. By the Secretary of the Interior? I was not clear 
what letter you were referring to. 

Mr. Wotverton. That letter did not leave any doubt in the mind of 
your Secretary as to the need of experimenting with shale from a 
security standpoint. It was not leaving it up to the ODM or anybody 
else to decide. He was making the decision himself, was he not? 

Mr. Wormser. Well, if that is the decision, sir; it certainly will b 
done. 

Mr. Wotrverron. It does seem to, oh, we will say, weaken the state 
ment that you have made that this is not a matter for your Depart 
ment to decide; that it is a matter for ODM. Your Secretary has 
gone right out on a limb on it in that letter to the Secretary of the 
Navy. 

Well, coming back to coal, and then I have finished. I have always 
been interested in that effort which was made to utilize coal as a source 
of petroleum. I think this committee was invited, and many of the 
members did attend, some years ago, the opening of a plant out i1 
Missouri, if I remember. This was some vears ago. Is that still 
operating ? 

Mr. Wormser. No, sir: that was shut down in 1953 

Mr. Wouverron. That was shut down? What about the one in 
the neighborhood of Pittsburgh that was carried on by a private 
company ¢ 

Mr. Wormser. I do not know about that one. sir. J understand that 
is Union Carbide’s operation. 

Mr. WoLverton. Yes. 

Mr. Wormser. | am not familiar with what they have done on that. 
Mr. Wolverton. 

Mr. Worverton. You do not know what progress has been made it 
that ? 

Mr. Wormser. No, sir: I do not know what has been done on aye at. 

Mr. Worverton. I am awfully surprised at the apparent lack « 
interest which keeps you from knowing the present status of that. 

Mr. Wormser. May I say, sir, there is deep interest. 

Mr. Wotverton. That had advanced, as I remember, very far. 

Mr. Wormser. I do not doubt it, sir. 

Mr. Worverron. And from the closing down of the plant in Mis 
sour, your lack of knowledge about the oper: ition of the ex per iment 
in Pittsburgh, it looks to me as if the Department had closed its eyes 
to the possibility of coal being used, and yet we have knowledge of the 
fact that during the last war, in Germany coal was used as 2 means of 
producing oil; was it not ? 

Mr. Wormser. I believe it was, sir; yes, sir. 

Mr. Wotverron. What. better lead could we have than that when 


we think of Germany carrying on a successful portion of the war. 
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and that they did so on their own, so to speak, by producing oil of a 
synthetic character. 

Mr. Wormser. Well, the Bureau of Mines is still carrying on work 
on hydrogenation of coal, but it is not, at the Louisiana, it is not on 
the vast scale that Louisiana contemplated. 

Mr. Wotvertron. Well, wherever itis. 

Mr. Wormser. It is in Pittsburgh. 

Mr. Wotverron. Well, I am surprised to know that you do not 
know the present status of that experiment. 

Mr. Wormser. I do not know the present status of the Union 
(C‘arbide’s présent work. 

Mr. Worverton. I will not ask any more questions, but the ques- 
tioning I have done started with that one sentence that you had in 
your statement this morning that I have come back to more than 
once: “However, there simply was not enough oil readily available 
in the Western Hemisphere.’ 

Now, that started all this questioning on my part, that one sen- 
tence. 

Mr. Mack. Would the gentleman yield ? 

Mr. Wotvertron. I do. 

Mr. Mack. I do not want to Prt hed the discussion at all, execpt 
I would like to ask the Secretary if he has followed the development 
insouth Africa at all. 

Mr. Wormser. Yes, sir: the Bureau of Mines has followed that 
closely. In fact, it has followed the Union Carbide work; it has 
followed work all over the world, in Europe and elsewhere. In fact, 
men have been sent to it. But T personally have not had an opportu- 
nity to do it. 

Mr. Mack. You are not familiar with that ? 

Mr. Wormser. No, sir. 

Mr. Mack. I think sever al members of this committee had an 
opportunity to visit that site when they were first beginning a pro- 
duction, and IT was just wondering if you had any up-to-date report 
on that. 

Mr. Wormser. I think the Bureau has, sir. 

Mr. Mack. Thank you very kindly. 

The Cuamman. Mr. Heselton? 

Mr. Hrseiron. J raised the question about the continued existence 
of the MEEC. Subsequent to that time I was advised that you made 
a statement on March 7 before the National Petroleum Council 
tothat. Was I advised correctly ? 

Mr. Wormser. Before the Petroleum Council, sir? 

Mr. Hesevron. Before the National Petroleum Council, on March 
7, with reference to the termination or continued existence of the 
MEEC. 

Mr. Wormser. I am trying to recall exactly what I said, Mr. Hesel- 
ton, but if my memory serves me correctly, I said we would terminate 
it iInan orderly fashion. 

Mr. Hrsevron. Did you also say as quickly as possible ? 

Mr. Wormser. As quickly as possible, I believe we added to it. 

Mr. Hesevron. Did you have in mind any particular date or any 
particular event which would lead to a termination ? 
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Mr. Wormser. Well, I think a clarification of the Middle East 
political picture would help us immensely in coming to a determina- 
tion as to the exact date at which the committee’s activities should 
cease, and that, of course, is still in a state of flux. 

This is the statement that I made, Mr. Heselton. 

Mr. Hesetron. Read it, please. 

Mr. Wormser (reading) : 

As petroleum transportation through the Middle East improves, it will be 
possible to, at first, curtail operations under the plan of action and then terminate 
it. It is our intention to do this in an orderly manner and at as early a time 
as the situation will permit. 

Mr. Heseiron. What I am interested in is whether you anticipate 
now that there might be certain conditions precedent to the termina- 
tion of the MEEC plan or program. Perhaps I can spell that out 
further. 

Do you anticipate that the Suez Canal will have to be open to traffic 
before you terminate it ? 

Mr. Wormser. Yes, sir. That would be one of the criteria. 

Mr. Hesevron. Do you anticipate that the demands of the Western 
European nations must be met before you terminate it ? 

Mr. Wormser. I would say met as close to a hundred percent as we 
could. 

Mr. Heserron. How closely are you informed—is your office 
informed—as to the current demand of the Western European 
countries ? 

Mr. Wormser. We have a committee that goes into that regularly 
under the auspices of the MEEC, the statistical subcommittee. 

Mr. Hesevron. Is that the same committee referred to this morning 
as having been mistaken on their estimate of demand in February? 9 

Mr. Wormser. How did that check? I will ask Mr. Stewart. I 
believe you want to find out how the actual performance checked with 
the estimate ; is that what you have in mind? 

Mr. Heseiton. What I'am interested in is, if one of the conditions 
is the reasonable meeting of demands in Western Europe, how are 
you going to determine it ? 

Mr. Stewart. May I answer that? 

Mr. Wormser. I think Director Stewart had better answer that, 
sir. 

Mr. Srewart. The latest information we have, Mr. Heselton, are 
these remarks coming from the chairman of the OEEC oil committee. 

Mr. Hesetron. Is that what was quoted this morning? 

Mr. Stewart. Quoted this morning. That statement was delivered 
on the 20th , the day before yesterday. In that statement, he indicated 
that for the second quarter of this year the supplies would be approxi- 
mately on the level of normal demand, that normal demand on their 
basis of estimating, but because of the extreme stock drawdowns the 
countries should consider that the availability would not exceed 90 
percent of the normal demand in order to permit some stock replenish- 
ment. 

Now, on the basis of this statement, which is the day before yester- 
day, we assume that the oil lift has already reached a level where their 
normal demands will be met. 
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Mr. Heseuron. Perhaps I misinterpreted what he said. In the very 


next sentence it seems to me to put a different light on that conclusion 
when he says: 


The relatively satisfactory outlook for the second quarter, of course, depends 
upon the continuation of industry coordination through MEEC/OPEG and con- 
tinuing coordination through OEEC. 

I may have misunderstood you. I thought you were indicating for 
the record that we could anticipate a fairly early satisfaction of this 
normal European demand and replenishment of stock; whereas it 
seems to me he is saying that while the outlook for the second quarter 
is satisfactory, it depends upon the continuation of MEEC and the 
coordination with OKEC. 

Mr. Srewarr. Yes. The oil lift has reached, or is indicated to 
reach for the second quarter, the level of normal demand. But he is 
saying that to keep that level, there should be a continuation of the 
industry coordination through the Middle East Emergency Committee 
and OPEG, and also the ¢ ontinuing coordination through the Govern- 
ment organization, OKEC. 

Then he adds the next sentence, that any premature abandonment of 
the Government-industry machinery before Middle East Oil trans- 
portation is almost back to normal would mean that Europe again 
would face a shortage of oil. 

It is that sort of thing that we are considering in our constant review 
and statements that the termination should be orderly. 

Mr. Hesetron. I have more in mind. The inquiry when it was ini- 
tiated, as I understood it, was directed primarily to the justification 
or lack thereof, for the price increase. 

Of course, there have been other matters coming into the study of the 
committee, quite properly coming into the study of the committee, 
and we have ranged over a considerable field. 

Whenever Mr. Hallanan was here, I inquired of him as to certain 
language he used in the veya cite when he said that the increase, 
referring to the past increase, was a very modest and wholly inadequate 
increase in the price of crude oil and some of its derivatives. 

In answer to some of my questions, he finally said, after I had stated 
it, “You described it as wholly inadequate and modest. What I want 
to get for the record is, what do you think is adequate, reasonable, and 
fair?” 

And he said, “I think another 50 cents a barrel,” I asked, “For 
crude?” And he said the increase would be completely justified. I 
asked, “In crude?” He said, “In crude.” 


I asked, “When?” He said, “Any time you can justify it by the 
demand.” 

Then I inquired, “Why has there not been an increase?” He said, 
“Because there has been no level that the people have been able to sell 
it at that price. In other words, there is the competition, you know, 
by reason of the import situation, and that has a bearing upon our 
domestic price.” 

It seems to me, and perhaps I am wrong about it, that that sort of a 
warning before this committee, before the Government officials and 
before the public, consumer public in particular, but the public at 
large, that there is thinking on the part of at least one responsible 
member of the industry that the increase was not adequate, and there 
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should be another increase of at least 50 cents as soon as we reach the 
point where there is—I do not know exactly what he does mean, 
whether there is no competition or what—but he says, . in other words, 
there is competition by reason of the import situation.” ‘Then it seems 
to me that the situation in Western Europe, which has been very prop- 
erly described as an emergency situation, and has been dealt with 
through the cooperation of voluntary industry committees here and in 
Western Europe—and, inc identally, it is an industry committee, 
OPEG is a European industry committee; is it not? 

Mr. Stewart. Yes. 

Mr. Hesevton. They, the representatives of that committee, are 
made up from people sm some of our overseas oil companies ? 

Mr. Srewarr. The committee itself is made up of European com- 
panies altogether. 

Mr. Heserron. No American members involved at all? 

Mr. Srewarr. No American members. 

Mr. Hesriron. It seems to me that the question of termination of 
this arrangement, if it is likely to create a situation where the supply 
in this country affects the price to an extent of an increase of 50 cents, 
or any amount, then the reasons for the termination become rather 
important. That is the reason for my asking what the thinking is of 
your oflice, of the Department, in terms of beyond what this gentleman, 
Mr. Beckett, has said is the thinking of the OEKEC Petroleum Emer- 
gency Group, the European counterpart of Middle East Emer- 
gency Committee. Reading from your statement, I think there is 
something more involved. ‘That is the interest of the people in this 
country in terms of a possible further price increase being imposed 
upon the public. 

Having said that, I know and realize you are not in this price situa- 
tion in any way, but I do realize there is a certain phase of this that 
is your responsibility, clearly, whether you want to think of it in terms 
of price or not. That is, you have created an emergency committee 
or emergency program to deal with this emergency situation. You 
have indicated that it is not going to continue forever. 

You have quoted this official from the English group, indicating that 
they fear that there is a termination day coming up. I have told you 
that this eupsarting has been told by a responsible member of the 
industry that the price increase at the time of the Suez crisis was not 
adequate ; that it was very modest; that a further price increase should 
be posted—and he specified the amount I suggested; whatever it was, 
“T think another 50 cents a barrel would be completely justified” in 
crude. 

It seems to me that the existence of or the elimination of this emer- 
gency program is likely “4s have a very direct effect upon the price situ- 
ation in this countr y. Ido not see any other conclusion anybody can 
draw. Consequently, I would like to have you state to us exactly 
what your thinking is in terms of the continuation of this program. 

I would like to have you tell us for the record what recommendations 
you had from the MEEC group. What, if any, discussions have been 
had with them as to the necessity of terminating or as to the time they 
think it should be terminated ? 

Have I expressed my inquiry sufficiently so you can address yourself 
to what I have stated? 
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Mr. Wormsrr. Well, Mr. Heselton, it seems to us—I am talking 
from the Government point of view as not the time to 
terminate the activities of the MEEC, and today we authorized a 
continuation of their efforts and their various schedules for 60 days, 
but. they could be terminated before that. 

Mr. Hesenron. By whom ? 

Mr. Wormser. By the Administrator, by the Secretary of the Inte- 
rior, or by myself. We can terminate it at any time. But in the light 
of all the information we have and the desire to continue the fine 
progress that has been made in rescuing Europe from a critical situa- 
=" it seemed desirable to carry on for 60 days longer, hoping that 
by that time the Middle East situation would clarify “itself, the canal 
would be opened, and we could make a more intelligent determination 
as to when we might definitely terminate the activities of the MEEC. 

Mr. Hesevron. Was that authorization for the 60-day extension 
upon the recommendation of the MEEC ? 

Mr. Wormser. That was our conclusion, sir. I do not believe they 
inade any recommendation, but I will check with Mr. Stewart. 

Mr. Srewart. On Monday of last week, sir, we called a meeting of 
ihe Middle East Emergency Committee, and this is one of the subjects 
we put on the agenda for discussion, of what they considered to be 
the outlook as to when the schedules, and then the plan of action, 
should be terminated, or whether the schedules should be extended 
beyond March 31. 

At that meeting, after considerable discussion of the legalistic an- 
gles, the Middle East Emergency Committee decided that that was a 
proble m that the Government would have to decide; that they could 
make no recommendations, because so many of the fac tors tied into our 
international relations and our own foreign relations, that they did 
not believe they should make any comments. And after giving the 
matter further discussion here in Washington, Assistant “Secretary 
Wormser today extended 3 schedules for 60 days. 

Mr. Hesevron. Did they suggest the extension ? 

Mr. Stewarr. No; they did not. They gave us no suggestions or 
would make no recommendations. 

Mr. Hesrevron. Was the suggestion of the extension made in their 
presence 

Mr. Srewarr. No. 

Mr. Hesevron (continuing). During this meeting? 

Mr. Srewart. No. We were trying to draw out from them what 
they thought, and, because of some legalistic angles, they decided that 
they couldn’t and wouldn’t tell us what they thought about the extend- 
ing of it or how long it should be extended. 

And during this past week, we have discussed it here in the Govern- 
ment in the various departments concerned, and we decided that a 
(0-day extension was justified at the present time. 

Mr. Hesreiron. Why did you pick 60 days? 

Mr. Srewarr. We had a choice of 30, 60, or 90 days. In our own 
review of the question we figured that 30 days probably would be too 
short, and that we would then have to extend again. We figured that 
90 days was perhaps altogether too long, so we compromised on 60 
days so that we could get a good look at how the canal opening will 
work out, how the oil supply will be, how the oil flow will be resumed, 
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and then be in a position to decide whether or what time we could 
terminate. 

Under the terms of these schedules, they could be terminated by the 
Administrator at any time he sees fit. That is strictly up to the 
Administrator. 

Mr. Hesetron. I understand that. What I am trying to get at is 
what the thinking is, what led to the decision of 60 days. 

As I understand it now, it is a compromise time between the 30 days 
which was thought to be too short a period under all the circumstances, 
and the 90 days which was felt to be too long or which might be too 
long, under all the circumstances that are now known. 

Having extended it for 60 days, is it your feeling that you are 
bound to terminate the NEEC arrangement at the end of 60 days? 

Mr. Stewart. No, sir. 

Mr. Hesevton. What would lead you not to terminate it ? 

Mr. Stewart. Whether or not the schedules will be extended beyond 
the 60-day period, as we approach the end of May, will depend strictly 
upon the situation with respect to traffic movement through the Suez 
Canal. 

Mr. Hesetron. Were you affected at all by the decision of the Texas 
Railroad Commission to reduce its allowables within the last few 
days? 

Mr. Stewart. Were we affected, did you say ? 

Mr. Hesetron. Was your decision affected at all by it? 

Mr. Stewart. No. 

Mr. Hesetton. Was it discussed ? 

Mr. Srewart. Texas cut its crude-oil production allowable for 
April something over 200,000 barrels. 

Mr. Hesettron. Yes. But was it discussed at this morning ? 

Mr. Stewart. No. 

Mr. Hesetton. The reduction? 

Mr. Stewart. No; that did not enter into any of our figuring here 
in Washington. 

Mr. Hesetton. There is one other point before this record is closed 
as to which I would like to ask you for some information. I have 
noticed repeatedly through the hearings that an effort has been made 
to establish the justice of a price increase in relation to increases of 
other materials, labor, and so forth, and that reliance apparently has 
been had upon the figures of the Bureau of Labor Statistics and 
Bureau of Mines. 

For instance, Mr. Hallanan when he testified said he had a few charts 
which he showed us. He said they were factual and based upon the 
Bureau of Labor Statistics and Bureau of Mines and other reliable 
sources. Then he did what other witnesses have done before the com- 
mittee, used 1947 as the base year. 

I understand that if you do use 1947, from the figures that have 
been furnished by the various Government agencies and by, I believe, 
your office, that you come out with a 21-percent price increase of crude 
oil since December of 1947. 

That would be in contrast to something like 87 percent in the price 
of oil-well casing. 

However, I have noticed, in looking over more extended figures, 
that if you start with 1945 as the base year, you find that the crude 
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oil price has gone up 162 percent, and I noticed that 1 product in 
particular, finished steel, has gone up 130 percent in that period. 

Now, you work with these figures. I am sure you are thoroughly 
familiar with them. Is it a fact that your comparison of relative 
prices of the product. concerned, and of the materials used by the 
industry that is producing whatever product is being considered 
or paying labor wages or salaries, or other factors, depends largely 
upon the base per tod with that you start. If you start, for instance, 
in the cil picture, with which you are familiar, with 1945, you come up 
with quite a different picture than if you used 1947 as the base? 

I do not know which one of you wants to reply to that, but I would 
be glad to have either one of you. 

Mr. Wormser. I have not looked into the comparisons, Mr. Hesel- 
ton. 

Mr. Hesevron. I do you want to prolong this. I realize you have 
been good enough to stay overtime. Would you give some attention 
to the analysis based upon the 1945 prices, both with reference to 
the price of crude oil and product, and with reference to the price of 
materials and labor and any other factors that enter into that picture! 

I am not asking you, again, to comment at all on whether the price 
is long overdue or anything else. I am just asking you to give us 
some factual information for the record that may ‘be helpful to us 
in apprising 

Mr. Wormser. I think we can give you the changes in the price 
of oil, as the Bureau of Mines gathers it from time to time, but I 
do not know about these other items that you have reference to, Mr. 
Heselton. 

Mr. Heseiton. Do those figures not come into your office? 

Mr. Wormser. The oil figures do. 

Mr. Heserron. Is there not somebody who is charged with the 
responsibility to keep abreast of the development of the oil picture? 

Mr. Wormser. Oh, yes, we have that in the Bureau of Mines, and 
the Bureau of Mines has quite a statistical service for the oil industry. 

Mr. Heseiron. I assume they furnish it to you. 

Mr. Wormser. Anything we have is yours. 

Mr. Heserron. Send it up in the form of an analysis, send it up 
to the chairman, so that people can see what you put in the record 
if they want to. 

Mr. Wormser. Yes, sir. 

(Data, as developed by the Office of Oil and Gas and supplied to 
the committee, are the following graph, “Indices of the Value of 
Crude Oil at Wells and Related Costs,” and an accompanying table 
of information :) 
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Value of crude oil at wells, and related costs 


[1947-49= 100] 




















Crude oil and natural gas Crude oil, average value 
Metal and hourly earnings 2 at wells 
metal | , 28 
products 
(index)! Dollars per Index Dollars per Index 
hour barrel 

een tT hw) orroad 63.1 0. 84 | 61.2 1.13 | 47.9 
BO hidie Scent pebhneneidcaglcasgct 62.6 . 87 53 0 1.02 43.3 
ae Santee aie teed 62.8 . 8 53 7 1.02 43.3 
1941__ 5 sii, aioe 64.0 . 88 56.7 1.144 48.4 
1942... i adda Manna | 64.9 1.01 61.6 1.19 50. 5 
WWW Jinn Au2e Ly 64.8 1.10 67.1 | 1. 20 50.9 
1944 levnigttinclth lc idibede 64.8 | 1.15 70.1 1, 21 51.3 
Oe Ra el le arias eae | 65.9 | 1. 20 73.2 1. 22 51.8 
1946. Boul =" . sent 73.9 | 1, 31 79.9 1.41 59. 8 
ae St al 91.3 | 1. 47 89. 6 1. 93 81.9 
1948 __ ; : | 103.9 1. 67 101.8 2 60 110.3 
1949 sank ry ae 104.8 | 1. 78 108 5 2. 54 107.8 
edhe ts | 110.3 | 1. 82 111.0 2 51 106. 5 
1951- 122.8 | 1. 95 118. 9 | 2 83 107. 4 
1952___ 123.0 | 2.09 | 127. 4 | 2. 53 107. 4 
1953__. <a aiane 126. 9 2. 21 134.8 2 68 113.7 
1954... .. edie ; 128. 0 2. 27 138. 4 2.78 118.0 
1955 | 136. 6 | 2 32 141.5 2.77 | 117.5 
1956... .. anodabens . 148, 4 | 2. 48 151.2 2.79 | 118. 4 
eg iiiieeccad Sea . Sabine tabietitad |-- es : ly eee 


| 
! Bureau of Labor Statistics, U. S. Department of Labor. 

? Dollars p2r hour: BLS, U. S. Department of Labor, and index is based upon dollars per hour series. 

3 Dollars per barrel: U. S. Bureau of Mines, and index is based upon dollars per barrel series. 

‘ The increase in the average value of crude oil during January 1957 is estimated at about 10 percent of the 
1956 average value at the wells. 


Mr. Hesexron. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Avery, do you have any questions? 

Mr. Avery. No further questions, Mr. Chairman. 

The Cuatrman. Dr. Neal? 

Mr. Neat. I would like to pursue just a little further the item which 
was brought up by Mr. Wolverton, if I may. 

Your agency has no direct contact or no direct regulation in any way, 
shape, or form, over either independent or corporate producers of 
oil; is that true? 

Mr. Wormser. That is true. 


Mr. Neat. Not only within the United States, but elsewhere in the 
world. 


Mr. Wormser. That is right. 

Mr. Neat. All of your dealings, and, perhaps, if the State Depart- 
ment deals with them, it is more as a matter of mutual understanding; 
the effort that the State Department might make in order to secure 
a greater production of oil from abroad, from companies operating 
abroad, would have to be a mutual understanding, would it not? 

Mr. Wormser. When you say “mutual,” you mean mutual between 
what ? 

Mr. Neau. Between the operating companies and the United States 
Government. 

Mr. Wormser. Presumably it would be direct negotiations between 
the Government, if it desires that foreign production be increased; 
yes, sir. 

Mr. Neat. All right. 

Now, you might say, then, that all of your dealings, all of the 
United States dealings, in whatever capacity or through whatever 
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agency, you are dealing with either small producers or corporate 
industry, are you not? 

Mr. Wormser. Yes; private industry. 

Mr. Neat. In other words, it is private industry. 

Mr. Wormser. Yes; that is a fair statement. 

Mr. Neat. Now, in the question of Mexico, you have a different situa- 
tion. There you have governmental operation. 

Mr. Wormser. Nationalized oil industry. 

Mr. Neat. A nationalized oil industry. I imagine that, through- 
out the history that has transpired since “Mexico took the radical step 
of expropr iating all the American oil industries, there has been prac- 
tically no incentive for private industry to go into the Mexican area 
to develop oil. 

Mr. Wormser. None that I know of. 

Mr. Neat. There has been no request on the part of the Mexican 
Government, which seems to be quite sensitive and quite jealous of 
their own operations, to request outside capital to come in and invest 
in the production of oil ? 

Mr. Wormser. That is my understanding. 

Mr. Wotverton. Will you yield for a question, Doctor ? 

Mr. Neau. Just 1 minute and I will. 

While I recognize that it is the duty of any governmental institu- 
tion that has to do with the securing and stabilization of any product 
that is as vital and as much of a necessity and of vital interest to the 
maintenance of our own economy, that it might be well for our Gov- 
ernment, through some agency, to keep in touch, and perhaps it might 
be advisable, as Mr. Wolverton has suggested, that our Government 
and the Mexican Government be on certain terms whereby, in case we 
should need the help, that we might be in a position to request of them 
certain aid in case we needed their aid, but, as I see it, I can hardly 
agree, Mr. Wolverton, that our Government or any agency of our 
Government should assume the obligation of doing anything more 
than exploring and conferring with the leaders of the Mexican Gov- 
ernment as to their possibility, as to their willingness to cooperate 
in case we had an emergency, and in which they might help to con- 
tribute something to our welfare. 

Now I yield. 

Mr. Wotverton. I wanted to call to your attention and to the at- 
tention of the witness, who said he was not aware whether any appli- 

cations had ever been made for capital, I think if you will look into 
the question further, you will find that there was an application for 
a loan of a few hundred million dollars which brought about some 
circumstances that I will not go into at the present time, but I have 
a speech on that subject that I made at the time, and which appears 
in the Congressional Record. 

Mr. Neat. You mean, then, there was some influence, either on the 
part of our Government or the Mexican Government, that posed some 
interference / 

Mr. Wotvertron. Yes; that is right. 

Mr. Neau. May I ask which government? 

Mr. Wotverton. On the part “of our Government. If you are inter- 
ested enough and you care to look at it, it was a pretty stiff speech 
that I made in the House. It is in volume 95, part 9, under date of 
August 26, 1949, on page 12348. 


etka CON 


An 
of 
Pst 


at- 
oli- 
nto 
for 
me 
ive 
ars 


the 
me 


er- 
ech 


of 


PETROLEUM SURVEY 46Y 


And just to make a brief reference to it, in the speech I said: 


All manner of justification can be found for extending American financial 
assistance to develop Mexican oil production. Let me emphasize that Mexico 
is not asking for a gift. They want a loan of $200 million, which will be repaid 
with interest. Mexico needs this money to modernize and develop its oil industry. 

On the Mexican side, this money will be handled by Senator Antonio J. Ber- 
mudez, Director General of PEMEX, the Mexican oil agency. 

That was an application made to the Export-Import Bank, as I 
remember. 

Mr. Neat. It resulted in a refusal to grant the loan? 

Mr. Woxverton. Yes. That speech of mine goes into the whole 
thing, into the whole issue. It was very informative. Maybe you 

‘ould detect a basis for a policy that has transpired since that time 
with reference to our attitude toward Mexico. 

Mr. Neat. Going farther, does our Mexico policy differ from our 
attitude toward other nations which have large quantities of oil, say 
in the Mideast ? 

Mr. Wotvertron. That is right. 

Mr. Neat. Our Government has not loaned money to oil producers 
to go into the Mideast fields to explore and produce oil, has it, here- 
tofore? Is there a record of that? 

Mr. Wotverton. I do not know that we have loaned money to other 
nations, but it was not necessary to do so because the big corporations 
went in and did it on theirown. And I might say that as a result of 
this committee’s activity in Mexico with reference to oil some years 
ago, an arrangement was made by which the Mexican Government 
made—by which foreign capital could come in, and some of our com- 
panies did go in and operate under the arrangement that this com- 
mittee was able to make as a result of our visit to Mexico. I was 
‘hairman at the time. 

Mr. Neat. Do you attribute that opposition to some of the major 
oil producers in the United States? 

Mr. Wotverron. To the latter. 

Mr. Neat. Thank you. That is all. 

The Cuareman,. Any further questions, Dr. Neal ? 

Mr. Nrau. No. 

The CrarrMan. I think probably, since we have spent so much 

time on that and since it has been developed, we might let the record 
show also what else was behind it. 

In 1938, the Mexican Government expropriated all of the properties 
of the oil companies from this country or any other country they 
might come from, operating in Mexico, without payment, and even 
until this day, as I understand, a great m: any of the companies never 
received payment for their properties expropriated by the Mexican 
(,overnment. 

I think, going back just a little further, the Mexican Government 
made an applic ation for a direct loan from the Treasury of the United 
States, first, in the amount of $425 million, and our committee did 
make two trips down there, one time under the chairmanship of the 
distinguished gentleman from New Jersey, and another time under 
the « -hairmanship of our distinguished friend, Mr. Crosser, of Ohio, 
in an effort, of course, to promote or otherwise aid the efforts of the 
Mexican Government to get a loan out of the Treasury of the United 
States. 
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That application was later modified to the amount of $200 million 
from the Export-Import Bank. 

I think the record also should show and state, since we are discuss- 
ing this matter, it would have been a precedent for this country to per- 
mit funds of the Treasury of the United States or from the Import- 
Export Bank to go to another government which had nationalized 
this particular type of resource in their country. 

For that reason, as I understand it, and not merely because some 
of the big oil companies did oppose—certainly they opposed it, and 
they were not the only ones that opposed it, there were a lot of other 
people in this country who opposed it, including a lot of Members of 
the Congress, for the precedent-setting thing that it was. 

It does not mean that the importance of developing of oil of Mexico 
for the United States should be overlooked, and I know that efforts 
were made as a result of our trip down there to get the Mexican Gov- 
ernment to permit our own companies to come down and help them in 
the development of their own resources. 

And Mr. Stewart recalls that some of our own companies did go 
down there and endeavor to go into a contract which would be satis- 
factory to all parties. But they could not get together. One com- 
pany did try on the basis of 16 percent, I think it was 16 percent, and 
it turned out that that was not sufficient to justify the undertaking, 
and they had to pull out. 

Now, as I said this morning, we probably should have some day 
to devote to the Mexican situation, but it seems that this is it. | 
expect we will have that day later on, because there are many things 
which could yet be developed that could be important in connection 
with this matter. 

Mr. Worverton. There is no doubt, if the chairman will yield-— 

The CHarrMan. Yes. 

Mr. Wotverton. There is no doubt that there is much more that 
could be developed. I would not say, with such knowledge as I have 
of the matter, that this would be a complete hearing on this particular 
subject. 

I would like to say, in answer to what has been said with reference 
to the matter that Dr. Neal brought up, that the expropriation un- 
doubtedly has had a very large effect, and it may be that, in the opinion 
of some, it was justified, unless you look back for the reason of the 
expropriation. 

Lo anyone who is interested in the subject, I would suggest that 
they read Secretary Daniel’s book Shirt-Sleeve Di iplomacy, “and you 
will have there revealed to you some of the situations which brought 
about the expropriation. 

And if you will read some of the statements that were made by 
Presidene Wilson, you will find further evidence of the basis of that 
action, and you will also find that a commission was appointed to 
inquire into the cost or the proper appropriations to be made to the 
several companies whose properties were taken, and that commission, 
a joint commission composed of a representative from Mexico and the 
United States, respectively, resulted in payments being made by 
Mexico to every company on the basis of what they had, or what the 
commission determined was their actual loss. 

It may be rather interesting to know that the real bone of contention 
was with respect to the oil that was beneath the ground, which previous 
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administrations or officials of the Mexican Government had sold to 
these companies without any legal right whatsoever to do so under the 
Constitution of Mexico, as all of it belonged to the Government itself. 

So when they wanted compensation for something that Mexico 
alleged was improperly gotten, I do not think the commission allowed 
it. 

Then, further, just another little illustration. I remember having 
breakfast with our committee while in Mexico on one occasion, on the 
shores of the Gulf of Mexico, and officials of Mexico told us that here 
was where there was a great operation carried on before the expropria- 
tion. Here was the place where the tankers would come in, and they 
would get the Mexican official in charge of collecting revenue drunk 
for 2 or 3 days, and they would load their tankers with the oil, and 
away they would go, without paying anything to the Government 
of Mexico. 

All of this only illustrates that there are two sides to every story, 
and when you study this subject deeply, you will find, as I did—and I 
went with the same feeling that our chairman had, when I went there— 
but when I began to study and to read the available documents and 
materials, I began to realize that this illustrates again the truth of 
the old saying, “There are two sides to every story.” 

In view of the fact that the chairman wanted to get the record 
straight, I wanted to make my contribution to the record. 

The CrairMan. But you have got officials of the Government, if 
they are subjected to bribes, it certainly does not change what I think 
is a policy that a Government, with the kind of morality it should 
have, should pursue. 

Mr. Wotrverron. Of course, that was a day now long gone past, and 
that is over with now, and the fact we were able to make and negotiate 
a basis on which our American companies could go in, and some of them 
did go in, even if it has not worked out as well as they anticipated, it 
at least is an indication that by sitting down and talking with officials, 
that there is a possibility that polici ies could be worked out which would 
be workable, and I think that is what is owed by this Government in 
its own good interest, not just a loan to Mexico, not from the standpoint 
that Mexico is our second-best customer who does more business with 
us than any other nation excepting Canada, but also on the basis of 
our own best interest from a security standpoint, I think we should 
avail ourselves of every avenue of discussion that would enable us to 
come to an understanding where we could obtain Mexican oil in an 
emergency that might be more serious than any we have yet faced. 

The Cnatrman. Yes, that is certainly true. 

But, on the other hand, it is not a one-way street. This ought to go 
both ways, insofar as property is concerned. 

Mr. Wotverton. I agree with you. 

The Cuatrrman. If the Mexican Government itself is interested 
in developing this great resource which they should have for the 
benefit of their own economy, they should do as has been done in 
other instances, under proper supervision permit capital to come 
down there and develop it, which would be readily available if they 
would give just even an indication that such undertakings would be 
worthwhile. 
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But anyway, I think that should be enough on the Mexican situa- 
tion, and let us conclude the meeting here regarding this present 
situation with a few questions that I “would like to present. 

In the first place, 1 want to compliment you, Mr. Wormser, on 
the statement you have made here today. 

Mr. Wormser. Thank you, sir. 

The Cuarrman. You have given a very clear and concise picture, 
historical background of this whole operation, which—I do not 
want this to seem critical—which, if it had been given to us early in 
February when you and Mr. Stewart were over here—and had there 
not been some statements made in the press that were derogatory 
to the domestic industry that we have—I think this whole thing 
would have been in a much better light as we understand it today. 

I think the little driblets about your Middle East Emergency 
Committee, which the newspapers picked up here and yonder and 
got little pieces of it, and then criticized, and properly so from what 
limited information they might have had, if that situation had been 
handled differently, I do not believe that our own Government 
would have been in the position in the minds of the public that it 
has sustained in the past 2 months in connection with this. I do 
not believe that some of the industry would have suffered the criti- 
cisms, so far as the public was concerned, as it has sustained because 
of this whole thing. 

In fact, there seemed to nee been some question as to who was 
responsible for the Middle East Emergency Committee, insofar as 
the record is concerned heretofore. Today, you tell the whole story 
of how it developed, and you applaud it, and perhaps you are justi- 
fied in doing so. Had you done it the first of this year, I think it 
would have been an entirely different situation as understood by 
the public. 

Here you say that the Government takes full responsibility, and 
it should, not only because the Department of Interior felt so, but 
because the Office of Defense Mobilization thought so, because the 


State Department thought so; apparently because the Department of 


Justice thought so, because it was brought in on it, as you asy, and 


even the Federal Trade C ommission, which further emphasizes the 
fact that the Government is willing all the way through to take the 


responsibility. 


And in one instance, here on page 5, you mentioned the fact that the 


President of the United States could have done so. The President 


of the United States could authorize full operation of the Middle 


East Emergency Committee. 
Did not the President do that 7 


Mr. Wormser. He did ultimately. We waited for him to trigger 


the whole operation, Mr. Chairman. 

The CHarrman. Yes. 

Then it goes to show you that even the President of the United 
States entered into it and authorized it. 

I am glad to see the record straight as to this whole program. 


And, talking about price, as I understood one statement you made 


here, had all this not taken place and there had been some restriction 


through this cooperation with industry under the supervision of the 
Government, Western E urope undoubtedly would have suffered some 
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very, very substantial increases in the price of the product. Did you 
convey that? 

Mr. Wormser. I think it was Mr. Coleman, the Chairman of the 
MEEC, who made that expression at the time the crisis began, Mr. 
Chairman. 

The CHatrrman. Did I not understand, running through your state- 
ment here, all of this was necessary or else the whole thing would have 
been running loose and there would have been shortages here, and 
advantage would have been taken of it? 

Mr. Wormser. Certainly there would have been chaos, it would 
have been chaotic. 

The Cuatrman. And tremendous increases in the price? 

Mr. Wormser. That is right. 

The Cuamman. So another result of this action, and behind it, was 
to prevent these exorbitant prices to the public which was to be 
affected thereby ? 

Mr. Wormser. Yes, sir. 

The Cuairman. I should think that you and the others in the Gov- 
ernment who had some interest and certain responsibility here, would 
want to take credit for that. 

Mr. Wormser. Perhaps we are too modest, Mr. Chairman. 

The Carman. It is important. 

Also, another thing which was not clear was the membership of 
the domestic industry on that Middle East Emergency Committee, 
and your statement did emphasize further our discussion before when 
you were here as to how much better it would have been at the outset 
had there been some member, or maybe more, of the domestic industry 
on the Emergency C ommittee, in view of the fact that the domestic 
industry was going to be called upon to supply some of these demands. 
It was necessary to send this oil to meet the problem, which we felt 
was a responsibility of all. Of course, you responded before that you 
tried to get them to come in. 

Mr. Wormser. That is right. 

The Cyaan. And finally, after the damage had been done, you 
finally got somebody to say, “I am in.’ 

Of course, the domestic industry took an entirely different view. 
They never actually felt they had been consulted and actually invited 
to participate in this program in formulating these plans; and, of 


course, we can learn our lessons or they are emphasized by experi- 
ence—— 


Mr. Wormser. Hindsight. 

The CramMan (continuing). More than any other way. We all 
know that. 

Then I just think that this statement is a very helpful thing, and 
I hope the papers, or those who are responsible for the dissemination 
of the facts to the American public, will take it and do justice to it. 

Mr. Wormser. Thank you, sir. 

The Cratmman. In order that this whole matter might be but- 
toned up. 

Now, when you were here February 14, we discussed at length 
your press release and press conference of January 27, in which you 
indicated that the oil lift to Europe was endangered, and that the 
European requirement could not be met or adequi ite domestic inven- 
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tory be maintained without there being additional domestic production 
or reduction of refinery runs. 

On January 27 you were rather firm in your statement that higher 
production allowables were necessary to meet Europe’s requirements, 
Mr. Stewart made statements, as quoted in the press on February 2, 
to the effect that domestic stocks were below the safe minimum level 
for national security; that 250,000 barrels per day increase in Texas 
would help tremendously. 

Then on February 7, when Mr. Stewart appeared before the com- 
mittee, he indicated on the basis of the data prepared on January 29, 
that the oil lift to Europe was only 250,000, or 92 percent of Europe’s 
requirements without considering any rationing. Despite his state- 
ments on the same day there were press releases from the MEEC 
representatives in Europe, saying only 80 percent, not 92 percent, of 
the requirements would be met. 

Then we have Mr. Rathbone appearing before the committee on 
the 19th and 20th of February, and indicating that the oil lift for 
the first quarter would be somewhere between these 2 figures, and 
he stated that the ability to meet Europe’s requirements depended 
upon several circumstances, including the availability of more crude 
oi] in the United States gulf. 

Then on February 19 the Texas Railroad Commission set their 
March quota on the basis of 18 days’ production, compared to the 
February rates of 15; and at its meeting the spokesman for the 
Humble Oil Co., which is a subsidiary of Standard, again led the 
request for the increased allowable. 

Then on March 19, the Texas Railroad Commission set the April 
quota back at 15 days compared with 18 days for March, and in its 
meeting the spokesman for Humble there said, according to the news- 
paper reports, they urged the reduced production. 

“he press reports that Commissioner Thompson asked Mr. J. A. 
Neath, the chairman of Humble, if he did not think the commission 
made a mistake last month in boosting March allowables by 200,000 
barrels from the February level upon advice of purchasing companies 
and Federal officials, and that Mr. Neath replied, “I must admit that 
you did.” 

Now, the purpose of reviewing this is just as a preliminary matter 
to ask this question: Could you tell us now what were the reasons 
that prompted you ps ticularly on January 27 in your press confer- 
ence, and again before us on February 14, to state that the oil lift 
was dangerously behind ? 

Mr. Wormser. Of course, that was early in the history of this whole 
operation, Mr. Chairman, and I recall we had a meeting with our 
consultants in the Interior Department. We were reviewing the 
whole picture internationally, the figures we had of requirements 
abroad, shipments overseas to meet their requirements, and what we 
might anticipate from here. And we all became quite apprehensive 
that we were perhaps falling down on the job. 

I recall that the oil lift to Europe during November, December, and 
January had seriously depleted the domestic crude oil inventories. 
and the suggestion we made in that press release of January 27, I 
believe it was, was considered necessary if the oil lift from the U nited 
States to Europe was to continue at a satisfactory rate without re- 
ducing domestic crude stocks to a dangerous level. 
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I am really glad we made it. It alerted the industry, and they 
came through very nicely. 

Just a day or so after that announcement was made, we received a 
telegram from, I believe it was, the Continental Oil Co., reducin 
their refinery runs, and then others followed suit, and things move 
along far better than they had previous to that announcement. 

The CHatrMAN. Well, it seems to me quite inconceivable, on the 
basis of all these data that were in possession of your office at 
the time, as well as the actual realization that was taking place, that 
such alarming statements could have been justified, and the effect has 
been to do a great injury, in my humble opinion, to the domestic 
industry, and inure to the benefit of the big, giant, international 
companies, particularly in view of the history that when, at the sug- 
gestion of high-level parties—and when I say “high level,” I mean 
just about as high as you can get in this country—the Texas Com- 
mission did increase its allowables. Louisiana had already increased 
theirs, Oklahoma, I believe, had increased some, and others, it seems 
to me that it has proven that such attack on the domestic industry was 
certainly most unjustified. 

That 1s the simple way I look at it. 

Now today you repeated that you do not know about prices. Taki 
the position as I indicated a little earlier, it seems to me that the one 
reason you might have had for running up the distress signal back 
there was to get more and more production, which always has a 
depressing effect on the price. 

If you will admit that might be the purpose of it, I think there 
might be some justification for what was done. Otherwise all the 
Government has taken is quite a dig at our domestic industry, trying 
to bail out perhaps some of those who operated in the foreign countries. 

I have no objection, of course, and I would do everything I could 
toward promoting our own business in developing these resources in 
foreign countries, wherever it may be. I think it is a wonderful thing. 

But on the other hand, I do not believe that there should be any 
implication by our Government or anyone else that we are going to 
permit anything which would have a destructive effect on our domestic 
industry here, because, as it has been so well pointed out, our security 
in this country is going to depend on the availability of what we have 
at home. 

I should think that some of the troubles and the difficulties that we 
are having with this great industry, particularly our industry at home, 
is because of some of the activities of the giant companies operating 
partly here at home, but mostly in some foreign country, and taking 
advantage of all the tax laws and all the benefits that they receive 
from what has been given to our own people. 

No one would ever have thought 1n 1914, 1919, 1922, when we pro- 
vided in this country the policy of depletion allowance for a perfectly 
good reason, that there would be windfalls for someone operating in 
the Far East, or in South America, or somewhere else, to take advan- 
tage of. That is precisely what has taken place. 

I am just thinking we had better give a lot of attention to develop- 
ing the resources of ourselves right here today, as Mr. Wolverton has 
mentioned. I think he emphasized so well in connection with the 
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Rifle project out in Colorado, and the hydrogenation plant, experi- 
mental processes which would mean so much to us right here. 

For that reason I am very glad that this entire matter has been 
brought right out on the table from its very inception today and 
exposed, so to speak, where we know what the facts are from the begin- 
ning clear on through. I am very glad to see the result that has been 
attained with this cooperative program of the Government under 
your direction. 

I know it is a great responsibility, and that the crisis pretty well 
is over. I suppose we can say that the distress flag has been hauled 
down; would that be correct ? 

Mr. Wormser. I certainly hope so, Mr. Chairman. 

The CuarrmMan. I am very glad to know that the people of Western 
Europe have been adequately supplied under the cire ere and 
I have a feeling that coming into the season of the year when the 
demands are not so great, we can build up the stocks to yok any such 
incident in the future. I hope so, anyway. Does anybody else have 
any questions ¢ 

By the way, here is this press release from the Mexican Government, 
which we will be glad to furnish you a copy of if you care to respond 
toit. You may take this. 

(The press release referred to is as follows :) 


LATIN AMERICAN NEWS INSTITUTE ASSOCIATES, 
Noricrtas LATINO-AMERICANAS, 
Mewxico, Distrito Federal. 

Dear Str: LANIA, Mexico’s independent news agency, is happy to send you 
the enclosed condensed translation of Senator Antonio Bermudez’ annual re- 
port on th's country’s oil industry. 

Senator Bermudez, has headed up this country’s nationalized oil industry for 
the past 10 years and has developed Petroleos Mexicanos from a_ financially 
weak—petroleum importing and distributing agency into a strong oil producing 
refining and exporting organization. 

Mexico, having more than doubled it’s industrial production during the past 
10 years—depending on the increased output of oil and gas for fuel and during 
this period has developed into the world’s No. 1 cash customer for United 
States made goods and services—with the oil industry being one of the stabilizing 
factors in this country’s expanding economy that permits it to continue to be 
a leading importer—paying the Government here about 2 million pesos per day 
in taxes—we felt that you would be interested in having a firsthand report of 
the progress made in the oil industry here during the past 12 months. 

Yours very truly, 
R. B. Roperson. 


[Notr.—The following : a condensed English version of Senator Antonio J. 
Bermude~’ report to the Nation on the occasion of the 19th anniversary of the 
nationalization of the oil ‘industry here. Bermudez, Director General of Petro- 
leos Mexicanos—the Nation’s oil industry—for the past 10 years, was in the 
satisiactory position this year of being able to point out more progress in every 
department of the industry during the past 12 months than has taken place in 
any other single year in the history of the nationalized industry. LANIA has 
not attempted to make a direct translation of the oil report but rather a conden 
sation that has left nothing of importance out of the annual roundup. ] 


Metco City, March 18, 1957.—Senaor Antonio J. Bermudez, Director Gen- 
eral of Petroleos Mexicanos told a select audience of Government officials, oil 
industry officials, diplomats and businessmen that crowded Mexico City’s Place 
of Bellas Artes, and the nation by radio and television, tonight at & p. m.—that 
this country’s oil industry reached it’s highest peak of development in its’ history 
during the past year. 

Marking the celebration of the 19th anniversary of the nationalization of the 
oil industry here, Bermudez told his listeners that this year’s report ended the 
first 4 years of the present administration—pointing out that during the first 3 
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years of this period the industry pushed major construction and development— 
requiring huge capital investments—that in turn set the stage for this past year 
breaking records in all fields—production, refining, and distribution. 


TOP DEVELOPMENTS OF THE PAST YEAR 


Outstanding developments during the past 12 months, listed by head of the 
industry who has during the past 10 years literally pushed PEMEX from a weak, 
importing-distributing agency to the point that today the industry is. one of 
the strongest elements in this country’s expanding economy—were: (in the 
Tamaulipas and Constitutiones fields, State of Tamaulipas) the discovery of 
production in the Jurasic formation for the first time in the history of this 
country’s oil industry—opening the probability that new production can be ob- 
tained in all of the areas that have been produced during the past 25 years and 
even in areas that were nonproductive at this new found, deeper formation. 

The discovery of the San Andreas Field, south of Papantla, Veracruz, that ap- 
pears to be this country’s largest discovery during the past 25 years. 

The discovery of natural gas in the Veracruz Basin—about 65 miles from the 
port of Veracruz—assuring this area on-hand fuel (both oil and gas) for in- 
dustrial development. 

Drilling was stepped up sharply—topping that of the preceding year by 22 
percent, to break a 19-year record in field activity, 20 new drilling rigs and 
other needed field equipment (tractors-transport equipment) was purchased at 
a total cost of $14,400,000, bringing the total number of rigs—including 
woikover units up to 156. However, most of these new units did not get assem- 
bled and put to work in time to add a great deal to the 1956 drilling record—but 
will account for a major increase during 1957. 

Eighteen new fields were discovered during the past year—a record in the his- 
tory of the industry—and more oil and gas were added to this country’s reserves 
than during any other 12-month period in the past 19 years. The best fields 
developed auring the past year were listed as San Andres Field, in the State of 
Veracruz, the Reynosa and the Tamaulipas Fields in the State of Tamaulipas, and 
La Venta Field, in the State of Tabasco. 

‘The discovery of gas in known and new fields has increased the Nation’s re- 
serves to the point that the problem today is no longer the production of this 
fuel but the location of markets that will permit the production of gas on an 
economic basis. 

Mexico oil industry moved into catalytic cracking in the refining field this past 
year—with the completion of the cat-plant at Minatitlan, Veracruz, and several 
cther units under construction at the refining centers of the nation. 

The completion this past year of the 350-mile products line from the Tampico- 
coastal refinieries over the mountains to the city of Monterrey was the first major 
step toward solving the difficult internal distribution problem. 

The sharp increase in the demand for refined products for the domestic market 
represented an oddity in that the jump in the consumption of diesel fuel and 
kerosene pushed the sale of these 2 products almost up to the level of the sale 
of gasoline—in the State of Sonora the demand for diesel fuel topped that of 
gasoline by 35 percent. 

And new installments that will eliminate the importation of refined products 
are being completed as rapidly as the industry’s resources will permit. 


EXPLORATION 


Bermudez, noting that this past year the industry broke records in every field 
and after listing the high points of this year’s developments, moved into a more 
detailed description of each line of endeavor. 

Petroleos Mexicanos kept 45 geological and geophysical crews in the field this 
past year that, apart from completing studies in the gulf coast area, that can be 
developed rapidly, surveyed huge probable production areas in the isolated (from 
present production) regions in the States of Chihuahua, Lower California (watch 
for this one in the news during the next few months), Nuevo Leon, and Yucatan. 

The big news in this field was the Director General’s report that the geology is 
now being done on Mexico’s Continental Shelf—offshore 


along Mexico’s gulf 
coast. 


DRILLING 


The chief of the oil industry told his listeners that PEMEX completed a total 
of 402 wells last year—72 more than the year previous—an increase of 22 percent, 
the highest percentage of increase during any year since 1938. He added that 
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84 of these tests were wildcat wells in new areas, and the remaining 318 were 
drilled in known fields. 

Increased drilling activity was graphically pointed out with the comparative 
figures for the past 3 years: 





| 

| 1954 | 1955 1956 
RR ee ce cnce: 7 igtog tt] 80 74 ‘ 
po EERE | rere i Oey 213 256 318 

edd Se eT eo oe 

IE RE Cio eo pe tis ---| 198 | 224 | 267 
Lineal feet drilled___..._....__.______- iiedbasn dh 1, 559, 904 1, 580, 720 | 2, 186, 507 

| | 


RESERVES 


Total reserves listed as of March 15, 1957, were 3,086 million barrels of which 
1,826 million barrels are crude oil and condensable products and 1,260 million 
barrels are gas, 

This increased reserve figure gave the industry a net increase of 276 million 
barrels over the same day a year ago and a gross increase of 395 million barrels 
Since the industry produced the equivalent of 119 million barrels during the 
past 12 months. 


PRODUCTION 


Director Bermudez listed the total production of crude oil, distillate, and light 
products from absorption for the past 12 months at 94,100,000 barrels as compared 
to 91,400,000 barrels the previous year and 85,230,000 in 1954. The daily average 
production this past year totaled 257,094 as compared with 250,329 the previous 
year and 233,507 in 1954—266,500 in March 1957. 

Gas production this past year totaled 124,785,500 cubic feet—equivalent in heat 
units to 25 million barrels of oil. 

Present average daily production of gas is listed at 341,900,000 cubic feet 
with a production capacity of 950,000,000 cubic feet per day, and this capacity can 
be increased by the drilling of additional wells to additional huge amounts when 
markets are developed. 

Natural gas was one of the most important sections of this year’s annual oil 
report, with the Director of PEMEX pointing out that production of this fuel is no 
longer a problem, but that new markets must be developed if the nation is to 
benefit from the development of the large reserves of this fuel. 

Four major gas-production zones were listed—the North-East fields (Reynosa), 
Poza Rica, and the new Golden Lane; the Veracruz Basin and the Nacuspana 
zone in the State of Tabasco. 

The North-East fields have potentially large domestic markets and will furnish 
the gas to fill the export contract Mexico has with a major United States gas 
company to begin delivery in mid-1957. 

The gas in the Poza Rica field for the most part is used to repressure the big 
production area in this region, with some industrial gas furnished to Mexico City. 

The new gas field found in the Veracruz Basin will be sold to industry in the 
nearby cities in the immediate future, promising an industrial expansion of this 
area. 

The Tabasco gas is too isolated at the moment to find a ready-made market but 
the absorption plant being constructed there will produce 18,000 barrels of gasoline 
and other light products per day and give this rich-in-natural-resources section 
of the nation fuel for future industrial development. 

The stressing of the lack of markets for the already huge and ever-growing gas 
reserves indicates that the sale of this fuel will be pushed in the future. 


PIPELINES 


Pushing pipeline construction as the efficient and fastest means of transporta- 
tion, PEMEX built the following lines during 1956: The 50-mile, 20-inch line 
from the Angostura field to the port of Veracruz, to move the 25,000 barrels per 
day production from that field; the 350-mile, 12-inch line to Monterrey, with an 
initial capacity of 25,000 barrels per day; the 14-mile, 12-inch line from the 
Tamaulipas field to the Tampico refineries; and have started the construction of 
the 156-mile, 22-inch gas line from the Reynosa field to Monterrey. 
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REFINERIES 


Bermudez pointed out that 82,060,563 barrels of crude were refined in the 
domestic plants this year—an increase of 1,555,015 barrels as compared to 1955, 
and a step-up of 5,325,270 barrels as compared to 1954. The new installations, 
including the catalytic plant at Minatitlan, Veracruz, relieved some of the refined 
products shortage on the west and gulf coasts. 

Refinery capacity at the Reynosa Tamaulipas plant was increased by 3,000 
barrels per day and a thermal disintegration plant with 2,000 barrels per day 
capacity was completed in September of last year at this refinery. 


DOMESTIC CONSUMPTION UP 26,000 BARRELS PER DAY 


Mexico’s domestic market consumed a total of 238,600 barrels per day of refined 
products during the past 12 months as compared to 212,400 barrels per day during 
the previous year. Refined products domestic sales topped those of 1954 by more 
than 9 million barrels. 

Seventy-nine percent of the total consumption of refined products were produced 
in Mexico and the remaining 21 percent were imported. The local market’s total 
consumption was divided into the following classifications: 28 percent gasoline, 
22 percent distillates, and 40 percent fuel oil. 


EXPORTS DOWN TO 2 MILLION BARRELS 


Mexico exported a total of 23,722,022 barrels of petroleum products this year, 
of which 28 percent was crude oil, as compared to 25,833,602 in 1955 and 23,269,689 
barrels in 194. 


INCREASE OF 883,952,000 PESOS 


Mexico’s oil industry’s income totaled 3,573,474,000 pesos this year past, as 
compared to 3,189,542,000 in 1955 and 2,516,300,000 pesos in 1954. 


TAX BILL OF NEARLY HALF BILLION PESOS 


Petroleos Mexicanos paid the Federal Government a total of 445,552,500 pesos 
in taxes this past year and an additional 32,214,000 pesos in taxes to State 
governments. This tax total did not include this year, as it has in the past, 
payments on the oil debt royalty payments and other items paid through 
Government agencies. 

SUBSIDIES TOTAL 389,639,500 PESOS 


The sale of refined products at a discount to agriculture, industry, transpor- 
tation, and to the poor cost the industry a total of 389,639,500 pesos in 1956. 


INVESTMENTS TOTAL 901,728,884 PESOS 


The petroleum industry made capital investments totaling 901,639,500 pesos 
in 1956 as compared to 988,570,108 pesos in 1955. 


CONSTRUCTION JOBS TO BE COMPLETED THIS YEAR 


The director of the oil industry, Bermudez, listed the following construce- 
tion jobs that are now being built that are expected to be completed this year: 
The pipeline from the Tamaulipas field to Tampico; the pipeline from Xacotla 
to Alamo, Veracruz; the absorption plant at C. PEMEX, Tabasco; the high 
pressure gas collection system at Reynosa; and the gasline from Reynosa to 
Monterrey. 

The following jobs underway were listed as probably not ready for completion 
until next year: The catylitic plant at the Mexico City refinery; the moderniza- 
tion of the Tampico refinery; the shipyard at San Juan de Ulua, Veracruz; the 
refinery modernization at Arbol Grande; the lubricant plant at Minatitlan; the 
grease plant at Salamanca; and the modernization of the Poza Rica refinery. 


IMPORTS OF REFINED PRODUCTS NO. 1 PROBLEM 


Senator Bermudez told his listeners, frankly, that the oil industry’s top problem 
was the necessity of importing refined products to meet the market demands, 
the chief of the industry pointing out that Mexico’s exports have consistently 
topped the imports but that the sale of crude oil and the purchase of refined 
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products leaves a deficit that should not exist. The imports of needed refined 
products during 1956 cost Mexico more than $70 million. 

The reasons for the imports were described as lack of transportation to the 
north and western parts of the nation from the coastal refineries and the lack 
of sufficient complete refining facilities. 

Both of these problems are being attacked with a construction program that 
is costing the industry an average of more than 900 million pesos per year. 


GOOD LABOR RELATIONS IN THE INDUSTRY 


PEMEX has no labor problem except that of developing technicians at a more 
rapid rate than is usually expected of a growing nation. The oil workers’ union 
has cooperated with the industry in the rapid expansion program that has 
been carried out, and the industry in turn has increased wages as fast as 
conditions have permitted and established workers’ compensation, hospital 
benefits, and other assistance that is a model for the rest of industry in Mexico. 

Mr. Wormser. Mr. Chairman, may I thank you for the opportunity 
we have had to appear before you and to do all we can to enlighten 
you on every step of the effort we have made to help solve this serious 
European oil crisis. 

The Cratrman. I think there is only one bad phase of it that is 
going to be hard, I suppose, to ever understand. There may be thor- 
ough justification for the price increase of these products of crude oil 
in January. As you have said, that is not your problem. 

But the faci that they, the industry, did increase the price right 
under the guns of this crisis was, I think, very, very bad timing. 
Whether it was justified or not, the method that it was brought onto 
the American consumers was something that, in my opinion, the 
consumers simply just did not like. 

I think if it had been done at probably any other time, it would have 
been received, perhaps, as with the increased prices of automobiles and 
steel and coal, and everything else necessary to the lives of the Ameri- 
can people. 

Now, I did want this additional information. Your general state- 
ment this morning was to the effect that the oil lift to Europe during 
the second quarter would be adequate to meet their requirements. 

I wonder if you would prepare for us a table showing the estimated 
flow to Europe in the second quarter and to the United States, similar 
to the table which Mr. Stewart submitted in connection with his 
appearance here February 7 on the flow estimate for the first quarter. 
Do you remember that, Mr. Stewart? 

Mr. Srewarr. Yes. 

The CuarrMan. You gave us a chart of the flow estimates for the 
first quarter. 

Mr. Strrwart. Yes, sir. We had hoped to have that material avail- 
able to present at this hearing today, but the European figures were 
not all in, the European demand figures. 

We understand they are now av ailable in New York. The Supply 
and Distribution Subcommittee will be setting them up Monday, and 
the Middle East Emergency Committee itself will meet next 
Wednesday. 

At that time we expect to have all of the overseas information. We 
already have our domestic forecast prepared, except for the building 
in of the necessary overseas information, and we intend to get that 
to you, and intend to get it to the press, just as fast as we can get it 
out, 
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The CHatrMan. Very well. If you would supply that for us, we 
would appreciate having it. 

Mr. Wormser. We would be very glad to do that. 

(The information referred to is as follows :) 


Estimated movements of crude oil and products,’ 2d quarter, 1957 


[Thousands of barrels daily] 


| Area of origin 


Area of destination United Eastern | Persian U.S8.58. R. 
| States Carib- | Mediter- | Gulf Far and 
gulf bean | ranean (via East | satellites? 
— | cape) 

— _ ° - _ - - - <\|— — SS ee — — Oi debeleideieticdind 
United States (east coast) _- | 22,090 | 916 | : . 29 Be ire. 
Canada (east coast) } 18 253 . eal ‘ * 
South America (east coast) 266 92 | 
Northwest Europe 228 650 | 74 879 aaat 70 
Mediterranean_.- } 48 114 | 456 | 215 |- | 50 
West Africa_. 19 146 | 14 54 

Total west of Suez 295 910 | 544 1, 148 |_- ~y 120 
South and East Africa via Red | | 
Sea. A | ‘ = ee ii. 188 | |. 


! Assumed Suez Canal closed, IPC pipelines open. Primary effect of the opening of the ¢ canal would be to 
reduce shipments from United States gulf to west of Suez area and to increase shipments from the Persian 
Gulf via Suez Canal. 

2 Estimated by Office of Oil and Gas, Program Division. 


Source: Middle East Emergency Committee, March 25, 1957. 
Office of Oil and Gas, Interior, Apr. 2, 1957. 


The Cuairman. Also, on the 14th of February I raised a question in 
connection with the oil lift to Europe, of the effect of the supplies, if 
there is any, from sterling or dollar sources, and I believe you said 
that you would furnish us a statement later about it. 

I think we got a two-line statement to the effect that no formal 
agreements had been entered into at all. 

Now, the way I undertsood it, that is not correct. 

I would have to say that it is somewhat, well, preposterous to me 
because of the background of information we have had, beginning 
in 1950. I must say I have never been able to understand very much 
about this business of sterling exchange as against dollar exchange, 
except I do understand it alw: ays creates quite a problem. 

I can put it in stronger terms than that, and I think it would be 
justified. But we have here, without taking the time to go through 
it, information which goes back as far as 1950 about the effect of 
sterling oil in certain areas, particularly in Iran, and the agreements 
with certain companies which have been entered into on oil. 

Now, in view of what has been said, and the information that we 
have, | wondered if you would not take it with you and answer the 
several questions that I have proposed here, that is, if you can. I 
am giving you this background information here of actual letters from 
companies, in explanation of the problem of the sterling area, the 
British, the British-Dutch companies, a background discusison of the 
dollar-sterling exchange, and so forth. 

If you do not have this information down there in your Department, 
[ think you should have it, Mr. Secretary, because it is a very im- 
portant problem when we are going to continually have to deal with 
our own companies and others, « operating in the sterling area, because 
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it points up a matter which we are going to have to pursue later, 

that is, to what extent the activities of these giant international 
oil companies which have a close tie right here at home, and also very 
large operations in foreign countries, have an effect on our foreign 
policy in that particular area. 

I think we are going to have to find out to what extent and who 
is calling the shots of our policies, and whose interest is being pro- 
tected in connetcion with them. 

I know you are interested in that, because I know you are interested 
in the public and our own national security, in the interests of our 
Government. 

So that is a matter which we will pursue at a later date when the 
committee has an opportunity. 

Now we are on this immediate emergency proposition here and 
its effect on our domestic supplies. 

So if I may ask you to take this and have your staff go over this back- 
ground information, I believe you will be in position to give us more 
than two lines of explanation. 

Mr. Wormser. I think that explanation, Mr. Chairman, was State’s 
explanation. We did not profess to have any knowledge in that 
area. 

But I am glad you brought it up, because it is a problem which cuts 
across lines of all international commodities, not a oil but the metals 
and all that goes into international trade. This question of what you 
might term currency protection, or even currency manipulation, or 
trade barriers that are set up by monetary manipulation, is of vital 
interest in all our metals and minerals. And it might be that I shall 
educate myself, sir, as I try to answer these questions or endeavor to 
get the information which you requested. So certainly, we will be 
glad to try it. 

(The following material was later supplied for the record :) 

DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 10, 1957 
Hon. Oren Harris, 


Chairman, House Committee on Interstate and Foreign Commerce, 
Washington, D. C. 


Drar Mr. Harris: When I was honored in testifying before your committee on 
March 22 on the oil lift to Europe, you asked me to help clarify the manner in 
“hich American oil companies were carrying on their foreign trade in petroleum 
with especial reference to their difficulties with foreign exchange, particularly 
sterling. 

I have been pleased to comply with your request and have had the benefit of 
discussions with the officials of several oil companies who have had to meet 
foreign currency difficulties from day to day in their effort to compete aggressively 
for European markets, and to remove the discriminatory effect of exchange 
controls. 

Although the subject is a complex one, the reason for the present difficulty is 
essentially simple. It is largely due to the fact that many foreign currencies 
are no longer convertible into dollars or gold. This is the so-called dollar 
shortage. As you know, many foreign governments have surrounded their paper 
currencies with all kinds of restrictions on their use, or conversion into other 
eurrencies. Indeed, one might consider the present complex foreign exchange 
situation a particularly good illustration of the effect of a departure from free 
market principles, for free markets apply to currencies as well as commodities. 

Faced with an uncertain and constantly changing foreign exchange market, 
and endeavoring to compete with British companies that are favored by not 
having to deal with the conversion of sterling into dollars, the American oil com- 


r, 
al 
ry 
mn 


10 


acd 
ur 


he 


nd 


re 


e’s 
aut 


its 
als 
ou 
or 
tal 
all 
to 
be 


tat 


>on 
r in 
Aum 
arly 


t of 
neet 
vely 
nge 


y is 
cies 
lar 
uper 
ther 
inge 
free 
S. 

‘ket, 
not 
-om- 


PETROLEUM SURVEY 483 


panies had to conclude mutually satisfactory arrangements with the British and 
other foreign governments covering their exchange difficulties if they were to 
sell petroleum in Great Britain and in the free world. In doing so they worked 
closely with the State Department. 

The enclosed letter, dated April 5, 1957, from Mr. P. V. Keyser, Jr. ,vice presi- 
dent of the Socony Mobil Oil Co., is a detailed historical account of the manner 
in which his company has tried to cope with its foreign exchange problems, and 
I commend it to the committee’s attention. 

You will also find enclosed a letter dated April 4, 1957, addressed to me from 
Mr. Emilio G. Collado, treasurer of Standard Oil Co. (New Jersey), which out- 
lines the manner in which his company has handled his foreign exchange trans- 
actions in the light of. the restrictions imposed on the use of sterling. 

I understand that during the emergency oil lift for Europe, the crisis now 
ending, exchange difficulties were subordinated to the imperative requirements 
of oil in Europe. In addition, the International Monetary Fund made a large 
loan to Great Britain to ease its exchange position. 

I hope the information I have been able to supply will be useful to your 
committee. 

Sincerely yours, 
Freix E. WorMsSER, Assistant Secretary. 

(Enclosures: Original letters mentioned above.) 


Sranparp Ort Co., 
New York, N. Y., April 4, 1957. 
Hon. Fre.rx E. WoRMSER, 
Assistant Secretary, Department of the Interior, 
Washington, D. C. 

Dear Mr. SecreTArY: It was a pleasure to discuss with you on Monday the 
background of the currency arrangements between this company and the British 
and certain other governments. I should like to summarize that discussion by 
emphasizing that our objective in seeking the arrangements was to establish for 
Jersey the right to compete free from discriminatory trade and foreign exchange 
treatment in a period in which the other governments have not established full 
convertibility of their currencies nor implemented fully the trade principles 
embodied in various international undertakings. Jersey did not fear ordinary 
competition based on price and quality considerations; on the contrary, it wel- 
comed it. Jersey’s problem was to avoid being cut out of certain markets and 
trades by the operation of discriminatory trade and exchange techniques im- 
posed on private commercial companies in those markets and trades by govern- 
mental action. 

As you know, although the British and some other governments did not fully 
accept Jersey’s position in principle, we were able in 1950 and 1951 to negotiate 
a number of fairly specific agreements covering particular parts of the problem. 
With the exception, perhaps, of a certain period in 1949 and 1950, the net effect 
of the arrangements has been that Jersey has not suffered appreciably from 
discriminatory treatment at the hands of the British in the field of trade and 
foreign exchange policies, and in most other countries we have also been able to 
conduct our business without undue interference arising from governmental 
trade and exchange controls. 

With this very general introduction, I shall attempt to answer directly your 
specific questions: 

A. What agreements or understandings there may have been whereby if 
American companies utilize sterling crude for refining products they may 
retain their historical percentage of the local European markets and remit 
their profits to the United States in dollars? 

Jersey neither participated in nor is aware of any agreements whereby if 
American companies utilized sterling crude for refining products they might 
retain some percentage of local European markets. 

To the contrary, in 1949-50 Jersey was faced with a situation under which 
foreign government trade and currency policies were tending to restrict artifically 
the degree to which Jersey might have expected to develop its business under 
normal commercial and competitive procedures. No agreements were made 
among companies, but Jersey reached accords with cretain European govern- 
ments. The fundamental aim of the understandings negotiated with these 
Suropean governments was to establish fair ground rules whereby Jersey’s right 


to nondiscriminatory treatment in the trading of oil and the use of currencies 
was recognized. 
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In a theoretical sense this aim was only partially achieved, as the foreign 
governments insisted upon establishing certain arbitrary limits and retaining 
the right to reinstate discriminatory practices on short notice. In practice, 
however, the understandings have permitted Jersey freely to pursue aggressively 
competitive free enterprise policies in seeking new business as well as supplying 
traditional customers, without being fettered by discriminatory government 
trade and currency regulations in favor of companies beneficially owned by 
nationals of the foreign country. 

In short, the understandings reestablished and confirmed Jersey’s right to 
compete freely, and served no other purpose. Jersey defends these understand- 
ings against any efforts to impair thrcagh trade manipulations or discrimination 
in currency treatment its freedom to compete. No deals have been made with 
other companies or any governments relative to market percentages, which have 
moved from year to year in response to competitive forces including the entry of 
new companies into petroleum marketing in many European countries. 

B. What ugreements or understandings there may have been concerning the 
minimizing of dollar tanker requirements on oil or products shipped to 
European countries? 

Some European countries have implemented legislation or regulation to require 
that petroleum imports be carried to a specified extent in tankers registered in 
the importing country’s flag. In addition, Jersey’s uncerstandings with some 
governments have included a general undertaking to minimize the use of trans- 
portation requiring payment in dollar currency. 

In viewing the situation in a broader context than that of tankers alone, it 
became clear to Jersey immediately after the war that it would be in the mutual 
interest of foreign nations and Jersey for Jersey to shape its trade patterns 
and investment policies to reflect the economic facts of postwar Europe. It was 
evident (as confirmed by subsequent OEEC studies) that investment in refining 
plant to be located in consuming nations and in tankers to operate under their 
flags would reduce markedly the foreign-exchange demands upon their overall 
resources for meeting essential petroleum needs. 

In no case can it be stated fairly that Jersey was forced into any such invest- 
ment programs, but whether tthe result of stated foreign governmental views 
or not, Jersey has considered it a necessary feature of doing business in Europe 
to develop steadily the ability of its European affiliates to cover refining and 
transportation costs in other than dollar currencies to the extent practicable. 

©. Whether or not the present problem of meeting Europe’s oil require- 

ments through supplying it with crude—much of it gulf and Caribbean 
crude replacing Middle East crude—has been complicated by any under- 
standing concerning sterling oil? 

There have been no complications arising from Jersey’s understanding with 
the British Government in dealing with the present problem of meeting Europe’s 
oil requirements through supplying it with crude from Western Hemisphere 
sources in replacement for unavailable Middle East crude. In accordance with 
the terms of the understanding, the British have been regularly providing dollar 
exchange to pay for oil from those suppliers which traditionally require dollar 
payment, even though the dollar element in Britain’s petroleum import bill has 
been appreciably increased by the results of the Middle East crisis. 

Very truly yours, 

EMILio G. COLLADO, 


Socony Mostr Orn Co., Inc., 
New York, N. Y., April 5, 1957. 
Mr. Ferix E. WorMSER, 
Assistant Secretary of the Interior, 
Department of the Interior, Washington, D.C. 


DEAR Mr. WorMseEr: In accordance with our conversation of Wednesday, March 
27, I have pleasure in sending you the attached memorandum which describes 
our payment arrangements for the supply of oil to foreign countries. 

In addition to the information given in Mr. Jennings’ letter of July 13, 1950, 
to Dr. Andrew Stevenson, which letter you referred to during our conversation, 
information with particular reference to our agreements with the British Govern- 
ment was given by us in the following letters: 


Letter of July 12, 1950, addressed to Mr. R. H. S. Eakens, Chief, Petroleum 
Policy Staff, Department of State 
Letter of March 1, 1951, also addressed to Mr. R. H. 8S. Eakens 
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The attached memorandum now brings the subject matter of those letters up to 
date. It contains information in connection with confidential arrangements 
which we have made with the British Government with reference to trade in 
sterling. These arrangements were made pursuant to a general request from 
our State Department. 

You will appreciate that we have no knowledge as to the exact nature of the 
arrangements that other companies may have effected with the British Treasury 
and, similarly, much of the information contained in the memorandum is the 
result of our own confidential arrangements. 

With reference to your question as to the effect of the recent Suez crisis on our 
general payment arrangements, there has been no variation or amendment to 
the agreements and arrangements as described in the attached memorandum and 
we have, in.fact, maintained our policy of requiring dollar payment for all sup- 
plies of crude and petroleum products from Western Hemisphere sources. You 
of course appreciate that payment in dollars for Western Hemisphere oil—and 
frequently for the transportation thereof—has increased to a marked extent the 
dollar burden on certain of the Western European countries. 

I trust that the information contained in the attached memorandum will be 
helpful to you. 

Sincerely yours, 
P. V. KEYSER, Jr. 


MEMORANDUM OF Socony Mostrt Orn Co., Inc., RE PAYMENT ARRANGEMENTS FOR 
THE SupPLY OF O1rL TO FoREIGN COUNTRIES 


Part I of this memorandum deals with the payment and related arrangements 
made by Socony Mobil with the British Government commencing with the first 
agreement of May 1950. 

Part II deals broadly with the payment conditions relating to the sale and 
transportation of oil to certain other foreign areas where significant currency 
problems have arisen during the postwar period. 


Part I 


A. General nature of the conditions which necessitated the arrangements with the 
British Government 

(1) British Government's position.—The position taken by the British Govern- 
ment in the postwar years was, broadly, as follows: 

(a) In 1950 the British Government stated its objective as being to secure 
maximum dollar savings on oil imported into the sterling area by drawing sup- 
plies from sources which, irrespective of ownership, involved the British Govern- 
ment in the expenditure of the least amount of dollars. It, however, maintained 
that while its sole interest was to conserve dollars, the nature of the British oil 
companies’ operations and the fact that they had production surplus to require- 
ments resulted in the dollar content of British oil companies’ oil supplies being 
less than that of United States companies’ supplies. Moreover, it was considered 
that this relationship was unlikely to change and, hence, the Government was 
forced to favor supplies from the British companies’ sources. 

In furtherance of their objective, the British Government introduced, on Jan- 
uary 1, 1950, a substitution policy designed to displace imports into the sterling 
area from United States controlled companies by supplies from the British con- 
trolled companies. The policy provided that during continuance of Marshall aid 
this displacement of United States controlled dollar oil would be limited 
to a maximum of 4 million tons of products yearly. By this means, the 
British stated that they expected to save over $50 million during the first year of 
the program. While as a result of subsequent agreements with Socony Mobil the 
foregoing position of the Government has been modified, the general policy of the 
British Government is still to minimize dollar expenditures on oil account. 

(b) Acting in accordance with the foreign exchange regulations, dating from 
September 1939, which preclude (except with British Treasury consent) any 
sterling being paid to or placed to the credit of a nonresident of the sterling area, 
the British Government, prior to May 1950, would not permit any United States 
oil company to hold or accept sterling received from third countries regardless of 
whether the oil sold was produced by United States or British companies. Since 
all sterling payment, other than in currency notes, can only be settled through 
sterling area banks, this ban was completely effective. The reason given for the 
British attitude was that its dollar and gold reserves were such that it could 
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not afford to assume the dollar obligations of other countries in return for 
sterling or local currency obligations of those countries. Nor would the British 
Government accept any proposals whereby a part or even the whole of any sterling 
received by the United States companies from third countries would be held 
as sterling and not currently converted to dollars. In this respect, the Govern- 
ment’s attitude was that such proposals would lead to large accumulations of 
sterling owned by United States companies and that they could not accept the 
potential liability to convert such balances to dollars at some future date however 
remote. Moreover, they considered that any such large accumulations would 
tend to weaken sterling. 

The expressed attitude of the British Government was that it was open to 
United States companies to accept the local currency of those countries concerned. 

(2) Socony Mobil’s position—During the relative period, Socony Mobil has 
had supplies of Middie East oil available to it from the following principal 
sources : 

(2) Iraq Petroleum Co. and its associated companies organized in the United 
Kingdom (IPC). Socony Mobil’s stockholding position in IPC through the Near 
Kast Development Corp. permits Secony Mobil to offtake approximately 124 
percent of the production of IPC. 

(b) Arabian American Oil Co. (Aramco), a United States corporation in which 
Socony Mobil holds a 10 percent stock interest. 

(c) British Petroleum Co., Ltd., under the terms of long-term purchase con- 
tracts against which deliveries commenced January 1952. 

As is generally known, production from Middle East sources increased very 
rapidly during the immediate postwar years and has continued to increase. 
British-controlled and other foreign companies participate substantially in the 
erude from those sources and their availability has increased with the increase 
in production. 

As Middle East production has increased, so also has consumption of petroleum 
products throughout the free foreign world increased. 

In the context of this overall situation, the British Government’s program to 
replace American companies’ supplies to the sterling area with supplies of oil 
from the rapidly growing availability of the British-controlled companies repre- 
sented a real and serious threat to the sterling area trade of Socony Mobil and its 
affiliates. 

Also, in many third countries existing and potential customers faced with a 
shortage of dollars and a relatively easier supply of sterling were either forced 
to acquire oil payable in sterling or were expressing a strong preference for such 
oil. 

The refusal of the British Government until 1950 to permit United States 
companies to accept sterling payment for oil sold to third countries thus resulted 
in those existing and potential customers of Socony Mobil having to look solely 
to the British companies for their oil supplies. But for the remedial measures 
subsequently taken, this situation could have resulted in the total exclusion of 
Socony Mobil’s crude and products from some of its foreign markets. 

Until the spring of 1950, efforts to settle the sterling-dollar oil problem, as 
it was known, were mainly confined to discussions between the United States 
Government and the British Government. In April of 1950, the American com- 
panies were, however, invited by the United States Government to endeavor to 
make separate arrangements directly with the British Government. Arrange- 
ments made by Socony Mobil are outlined hereunder. 


B. Description of the principal features of the agreements and arrangements 
made with the British Government 


(1) First agreement of May 1950.—Prior to this agreement, Socony Mobil’s 
supplies to the sterling area were sold for dollars. The agreement of May 1950 
provided that oil obtained from IPC and its associated companies for ultimate 
sale in the sterling area would be acquired directly from IPC by a wholly owned 
British subsidiary of Socony Mobil, which subsidiary would in turn resell for 
sterling the crude or the products of such crude to Socony Mobil’s customers in 
the sterling area. While the profits accruing to the British subsidiary would be 
subject to United Kingdom taxation in the normal manner, the remaining profits 
would be available for remittance as dollar dividends to the parent company in 
the United States. 

In return Socony Mobil, which previously had been required to pay dollars for 
IPC crude, was permitted to pay IPC in sterling for a part of the purchase price 
of crude sold outside the sterling area. Moreover, it was provided that Socony 
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Mobil would have freedom to sell oil for sterling to third countries to the limited 
extent of the sterling so payable to IPC. 

As part of the arrangements made to implement this agreement, Socony Over- 
seas Oil Co., Ltd., a wholly owned United Kingdom subsidiary of Socony Mobil, 
acquired from Socony Mobil’s Italian subsidiary rights to have the quantity of 
Iraq crude necessary to meet its sterling area requirements processed at the 
Naples refinery of the Italian subsidiary. The processing fee was payable in 
sterling by the United Kingdom subsidiary to the Italian subsidiary. 

To cover its transportation requirements, the United Kingdom subsidiary was 
permitted to charter on a bareboat basis two tankers against dollar payment; 
however, it was required by the British authorities to meet the balance of its 
transportation requirements by the charter of nondollar tankers as available. 
The arrangement of May 1950 thus reduced the drain on the dollar balance of 
payments of -the sterling area and, at the same time, alleviated Socony Mobil’s 
problem of meeting the competition resulting from the British controlled com- 
panies’ ability to offer oil for sterling payment to third countries. 

(2) Agreement of January 1951.—Although the agreement of May 1950 allevi- 
ated the immediate problems, the British Government maintained its substitution 
policy and continued to press for a further reduction in the dollar cost to the 
sterling area of Socony Mobil’s trade. This pressure was directed as follows: 

Firstly, there was pressure on our United Kingdom bunkering subsidiary, Mobil 
Bunker Oil, Ltd., a company which under the former name of Standard Fuel Oil 
Co., Ltd., had earried on bunker trade in the United Kingdom with British and 
foreign shipowners since 1989. The pressure on Mobil Bunker Oil took the 
form of the British Government requiring that company to acquire more of its 
bunker oil from nondollar sources and hence to reduce its dollar payments for 
bunker oil acquired directly from Socony Mobil. Secondly, the British Gov- 
ernment required Socony Mobil to reduce the amount of dollars payable for 
supplies from Ras Tanura to sterling area markets. Thirdly, there was general 
pressure on Socony Mobil to reduce the dollar cost to the United Kingdom of its 
trade in and through the sterling area with respect to its overall operations in- 
cluding the sale, transportation, with refining of crude and products. 

As a result, there were further negotiations with the British Government 
which culminated in an agreement of January 1951. Principal features of this 
agreement were: 

(a) Socony Mobil agreed to receive sterling in payment for supplies from 
Aramco’s refinery at Ras Tanura to sterling area markets. It was provided 
that the sterling so received would be utilized to the extent necessary to 
meet Socony Mobil’s share of sterling payments to Aramco for payment by 
them to the Saudi Arabian Government and for expenditures by Aramco in 
the sterling area. Furthermore, it was agreed that to the extent sterling 
receipts from those markets exceeded the amounts payable to Aramco the 
excess would be converted to United States dollars. 

(b) Socony Mobil agreed that the bunker trade carried on by its United 
Kingdom subsidiary would be supplied as much as possible from nondollar 
source oil available to the Socony group. This availability of nondollar 
source bunkers was, in practice, limited to fuel oil resulting from the ar- 
rangements made to process crude at Naples in compliance with the May 
1950 agreement and to fuel oil surplus to the requirements of Socony Mobil’s 
French and German refining affiliates. 

(c) With respect to the refinery at Coryton in the United Kingdom, then 
under construction by Socony Mobil’s United Kingdom marketing affiliate, 
Socony Mobil undertook that its crude oil requirements would be met from 
Middle East sources, principally that acquired under the purchase contracts 
with British Petroleum Co., Ltd.; moreover, that the purchase from British 
Petroleum Co. and the sale of the crude to the refinery would be handled 
through a United Kingiom subsidiary. In addition, the British Govern- 
ment required that dollar outgoings on the tankers necessary to transport 
the crude to the refnery would be reduced to a minimum. 

In return for Socony Mobil’s agreement to the above arrangements and its 
undertaking to minimize the dollar cost of its operations in and through the 
sterling area, the British Government dropped the threat of applying its sub- 
stitution policy to Socony Mobil’s sterling area affiliates. Socony Mobil also 
obtained the British Government’s agreement to the sale of oil in sterling out- 
side the sterling area to the extent of Socony Mobil’s procurement of goods and 
services payable in sterling for use in their operations outside the sterling aren. 











488 PETROLEUM SURVEY 


(3) Agreement of July 1953—Prior to this agreement Socony Mobil’s United 
Kingdom subsidiary, except in a few special cases, was not permitted to sell oil 
to residents of third countries for sterling. While the prior agreements gave 
Socony Mobil itself the right to sell limited quantities of oil to third countries 
for sterling, these rights were not sufficient to enable us to meet the competition 
represented by the increasing quantities of oil available to the British controlled 
companies for sale for sterling. The difficulties of some countries in finding 
dollars to pay for United States companies’ supplies had also in the meantime 
been increased by the cessation of ECA financing of Middle East crude in July 
1952. In July 1953 in recognition of the fact that the dollar cost of Socony 
Mobil’s operations in and through the sterling area had been reduced to a figure 
reasonably comparable with that of the British-controlled companies, agreement 
was obtained from the British Government that the United Kingdom subsidiary 
should be permitted to sell oil to residents of third countries for sterling pro- 
vided that the oil was obtained from a British-controlled company. In partic- 
ular, this enabled the United Kingdom subsidiary to acquire directly from the 
British Petroleum Co., Ltd., for sterling Kuwait crude covered by the long-term 
eontracts with that company and to sell such crude to third countries for 
sterling. 

(4) Agreement of February 1956.—Following on the establishment of the con- 
sortium to operate the Iranian concessions, previously held by the British Petro- 
leum Co., Ltd., agreement was reached with the British Government whereby 
payment for Socony Mobil’s share of the Iranian crude and products would be 
made substantially in the same manner as that provided in the agreement of 
May 1950 covering IPC crude. 

C. Socony Mobil’s use of facilities to sell oil for sterling 

As previously described, Socony Mobil was committed under the relative 
agreements to arrange for supplies to the sterling area to be made from Middle 

‘ast sources against sterling payment. With regard to the use of the limited 
facilities to sell oil for sterling to third countries, Socony Mobil’s policy has 
been as follows: 

Socony Mobil considers that its primary objective is to sell all of its oil 
for dollars wherever possible and to resort to selling for sterling only in 
those instances where it would not otherwise expect to obtain the business. 
In any event, Socony Mobil is not prepared to sell oil from Western Hemi- 
sphere sources for sterling. 

There are two principal reasons for this policy. Firstly, as a United States 
company it considers that it is in its long-range interests to maintain its posi- 
tion as a seller for dollars and not to allow its business to be more dependent 
than is necessary on the continuation of agreements with the British Goyern- 
ment which are subject to annual review in the light of the sterling area bal- 
ance of payments. Secondly, its facilities to sell for sterling are limited and 
any undue relaxation of its policy of selling for dollars might result in demands 
for sterling sales in excess of the facilities provided by the various agreements. 

In practice during the period from the middle of 1950 to the middle of 1952, 
Socony Mobil’s sales for sterling to third countries were confined to a few 
special cases which were not relatively significant. With the withdrawal of 
ECA financing of Middle East crude in July 1952 the sterling facilities were 
used to maintain trade with certain countries suffering from dollar payment 
difficulties such as Greece and Yugoslavia. 

The facilities have also enabled us to compete for new business in areas such 
as Seandinavia and South America where customers have indicated that only 
offers for sterling payment would be likely to be accepted. 

Pressure to accept sterling payment has continued to date and has, in fact, 
increased in many areas. In some areas it takes the form of import restric- 
tions which require that oil produced in the sterling area such as in Iraq and 
Qatar can be imported only for sterling regardless of ownership of the oil by a 
United States company. In other areas such as Turkey it continues as a result 
of chronic balance-of-payment difficulties. 


Part II 


Payment conditions relating to the sale and transportation of oil to certain other 
foreign areas 
-ayment problems in other areas are, to some extent, interrelated with the 
arrangements with the British Government dealt with in part I, since in most 
cases countries which have not been prepared to pay dollars for oil have been 
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able to pay sterling which has been disposed of through Socony Mobil’s arrange- 
ments with the British Government. The only governmental payment agree- 
ment into which the Socony Mobil group has entered, other than those with the 
British Government, is with the French Government. This agreement is dealt 
with hereunder. In other countries payment problems have arisen from direct 
restrictions on dollar payment, import restrictions applied against supplies from 
United States companies, or by blockage of proceeds in local funds in cases of 
chronic foreign exchange shortage. 

France.—The French france area has suffered for many years from a short- 
age of foreign exchange, particularly dollars and sterling. 

The French Government’s method of meeting the problem has been to re- 
strict the amount of dollars payable for crude supplies from United States com- 
panies to a percentage of invoice value and to pay the balance in French francs 
to a restricted account with a French bank. 

The use tO which Socony Mobil can put the French francs thus received is 
defined by an agreement with the French Government. Principal uses are— 

(a) Payment for steel and other materials for export for use in Socony 
Mobil’s dollar-area operations. 

(b) Payment for export processing at the refineries of Socony Mobil’s 
French subsidiary. 

(c) Purchase of a limited amount of sterling exchange for disposal 
through the arrangements with the British Government. 

The payments arrangements with the French Government has been extended 
to encompass not only Metropolitan France and north Africa but also part of 
the French West African territories. Not only has the government required 
payment for the crude imported by the French subsidiary to meet the product 
supplies to those territories to be partly in frances, but it has also required the 
products supplied to be refined in French refineries and transported in French 
tankers. 

Germany.—The German Government applies import and payment licensing 
by reference to the source of oil rather than the ownership. The German Gov- 
ernment restricts the amount of dollars payable to Socony Mobil for such crudes 
to a percentage of our total erude sales to Germany. Thus, there is a limi- 
tation on the quantity of crude which Socony Mobil can supply against dollar 
payment from sources in the sterling area such as Iraq and Qatar. To date, 
Socony Mobil has received payment in dollars for all supplies, however supplies 
from sterling area sources in excess of this limitation would have to be made 
against sterling payment. 

Japan.—Likewise, Japan applies payment by reference to source rather than 
ownership but in this case, the control is absolute and no quantities of crude 
from the sterling area sources can be imported other than against sterling pay- 
ment and irrespective of ownership. Thus, in spite of Socony Mobil’s large dollar 
investment in production in Iraq and Qatar, crude from these sources supplied 
to Japan must be sold for sterling. 

Greece.—For many years, due to a chronic foreign-exchange shortage par- 
ticularly of dollars, Greece has refused to pay dollars for oil imports. Moreover, 
it was not possible for Greece to purchase from Socony Mobil’s Italian subsi- 
diary the products available from its refinery at Naples. 

Socony Mobil could maintain its trade with Greece only by arranging for its 
United Kingdom subsidiary to acquire the necessary products and sell them to 
Greece against sterling payment. 

Other areas.—Payment problems continue to arise in other areas, notably 
in Scandinavia and Latin America. The problems mostly take the form of 
insistence on, or a strong preference for, oil payable in sterling and are met 
through our sterling arrangements with the British Government. 

Transportation.—In virtually all European and in many other areas, local 
governments insist on the use of nondollar tankers whenever they are available. 
Moreover, many governments insist on their own flag tankers being fully 
utilized before permitting the use of other nondollar tonnage. 

This problem has been met in two ways: 

Firstly, by major foreign affiliates acquiring through ownership or charter 
the tankers necessary to transport a major part of their requirements. 

Secondly, by means of the United Kingdom transportation subsidiary of 
Socony Mobil acquiring a number of tankers, mostly time chartered and of 
various flags. While the first call on the fleet of this subsidiary is to trans- 
port Socony Mobil’s supplies to the sterling area, the excess is available to 
cover the balance of the other major foreign affiliates’ requirements and 
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to supply other countries which insist on nondollar tankers. All freight 
provided by the United Kingdom subsidiary is payable in sterling. 
CONCLUSION 

In conclusion, the following advantages have stemmed from the agreements 
with the British Government : 

(1) Socony Mobil has been enabled to compete with the British oil com- 
panies in the sale of oil for sterling. 

(2) The United Kingdom has been assisted in maintaining its gold and 
dollar reserves. 

(3) The shortage of dollars in other countries has been alleviated by en- 
abling them to buy oil for sterling instead of dollars. 

In general, the agreements have resulted in a substantial measure of sterling/ 
dollar convertibility on oil account. This we believe to be fully in accordance 
with the objectives of our Government. 

The Cuarrman. I became interested in this problem actually when 
we had the Marshall plan authorized in 1948. I was with the Hall 
committee which made the visit to Europe, that is Leonard Hall, who 
is immediate past chairman of the Republican National Committee. 
He served on this committee, and a very able member he was, too. So 
I became interested in this particular problem, and tried to bring it 
to the attention of the committee of the House at that time. 

But I think it was a little bit over my head, and I know it shot over 
their heads. Nevertheless, there has been no firm policy, even until this 
date, on it. 

Certainly, it cuts across other commodities, but you do not find 
another commodity that is so extensive in any area as this is in Arabia, 
Traq, and Iran, that determines the actual policies between the coun- 
tries. But this does, it is that extensive, and I think when it is that 
extensive we had better find out who is determining the policies, 
or at least how much influence they are having on the determination 
of the policies. 

I think from that standpoint, it would be exceedingly helpful if 
you could enlighten me some, after you look this over. These state- 
ments which I think are very important, and I think you will say 
they are pretty important, too, after you go over them. 

Do we have anything else ? 

I have a statement which was given to me. It is rather important, 
and I am sorry Mr. Heselton is not here, because it comes from the 
February 1957, issue of Petroleum Outlook, and has to do with prices 
of this particular product. 

It takes four companies combined, to give the quantity of new oil 
discovered, by millions of barrels; and then the capital costs, the total 
in millions and that per barrel, beginning in 1941 and on up to 1955; 
then individual company costs, beginning i in 1941 on up to 1955. 

It is a very interesting table, showing what has occurred in the 
cost of discoveries and the production of oil during these years begin- 
ning with the first war years 

If there is no objection, I would like this to go into the record for 
the benefit of the committee. 

(The document referred to is as follows :) 
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MuRPHY CorpP., 
El Dorado, Ark., February 25, 1957. 
Hon. OREN HARRIs, 
House of Representatives, 
House Office Building, Washington, D. C. 

DrAR OREN: In the February 1957 issue of Petroleum Outlook, there are some 
interesting data concerning the various aspects and ramifications of the recent 
advances in oil prices. Of course, you are thoroughly familiar with the situ- 
ation, but we wanted to bring to your attention some statistics from this 
publication which give a picture of considerable interest regarding the increased 
cost in the finding and development of new oil reserves in the United States as 
represented by four major oil companies. 


4 companies combined 
ea Le Individual company: Capital cost 
| | per barrel of oil 2 
Capital costs 2 | 

New oil | - r i" ns : 

} dis- | | 

| covered ! Total | Per barrel | A B Cc D 

i 
—_— -— ees —--— — _—— — —- = -—--]|- -_—-_ -——— = — — 

| Million | 

barrels Millions | | | 

1955 204 $305 | $1. 50 | $1. 59 | $0.79 $1. 27 $2. 22 
1974 s | 182 276 | 1.51 | 1. 33 1.00 1.80 | 1. 82 
19 3 225 292 | 1. 30 1. 25 72 1. 32 1. 69 
1952... axa 225 299 | 1. 33 | 1.71 | .72 79 1.78 
19 1 | 360 229 . 63 Lu 46 91 | 48 
19 0 283 | 167 - 69 | 65 47 1.59 . 52 
19'9 388 199 | 51 97 | 39 80 . 36 
1948 252 195 7 | . 92 | 41 | . 82 | .87 
1917 215 134 . 62 . 54 | 46 | . 68 | 72 
1916 246 101 | 41 . 38 | 14 | . 29 | 1. 38 
1945 ; 151 | 109 } 45 | . 38.) 1.10 | .79 | 1. 03 
1944 233 | 100 | 42 . 34 .40 .34 . 69 
19:3 166 | 55 33 58 44 . 16 31 
1942 | 405 | 66 . 16 08 | 1. 6 .13 . 21 


1941 ‘ 181 | 61 33 . 09 . 46 . 39 | 1.00 


| 


! Represents change during the year in liquid-petroleum reserves as estimated by each company plus 
production by company during the year. 

2 Includes costs of drilling and equipping producing oil and gas wells, dry holes, and property acquisi- 
tions. Does not include lease rentals, geological, geophysical expense, general overhead, or administrative 
costs. 

3 Estimated. 


The following table gives a clear picture of the cash generated with relation 
to capital and dividend requirements as represented by 15 leading oil companies: 


| 1953-55 


| at ead ae 


Cap tal ex- Indicated 
penditures | surplus (+) 


|Cashincome} andcash | or deficit 
| | dividends (—) of cash 
| income 
| ! 
| Millions | Millions | Millions 
Atlantic i $270 | $29 | —$19 
Cities Service 343 | 413 | —70 
Continental ‘ : 323 | 383 | —60 
Ohio 202 | 212 —10 
Phillips 519 628 —109 
Pure ' | 182 | 199 —17 
Richfield aan 167 | 206 —39 
Shell | 860 903 —43 
Sinclair 486 564 | —78 
Skelly 192 178 +14 
Standard of Indiana 846 | 900 | —54 
Standard of Ohio 140 154 | —14 
Sun | 348 355 —7 
Tide Water ot 213 | 265 | —52 
Union Oil of California 264 290 | —26 
5, 355 5, 939 | —584 
! | 
S9685—57 32 
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Dividends paid are modest, compared to some other industries in that the yield 
a stockholder receives on his investment (at current market prices) in the 
average of these companies is in the order of 4 percent. If we consider—as a 
practical matter—that dividends at about that rate simply must be paid for the 
companies to continue to attract capital, it is clear from the above table that 
much of the oil industry, as prosperous as it seems, actually operated at a cash 
deficit in recent years. The time referred to is roughly that from the last crude- 
price increase in 1953 to as late as reliable numbers are available. 
I know this won’t be particularly new to you, but I thought it might be help- 
ful in this form while the current controversy is going on. 
Hope to see you soon. 
Very sincerely, 
(Signed) Charles. 
(Typed) C. H. Murpuy, Jr. 


The Carman. I have a communication from our colleague, Mr. 
Schenck, under date of March 4, 1957, in which he attaches a letter 
addressed to him from the Ohio Oil & Gas Association, and with 
which they included several exhibits of additional information on 
their industry in the State of Ohio, which he would like to have 
included in the record. 


(The information referred to is as follows:) 


HOUSE OF REPRESENTATIVES, 
Washington, D. C., March 4, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 


DeaR Mr. CHAIRMAN: Attached you will please find a letter addressed to me 
and dated February 12, 1957, from the Ohio Oil and Gas Association and with 
which they included several exhibits of additional information on their indus- 
try in the State of Ohio. 

In my acknowledgment of their letter and information I inquired if it was 
their desire that this material be included as a part of our committee records 
during our current study of this matter. 

I am now in receipt of a letter from Mr. Ira M. Korst, executive secretary, 
Ohio Oil and Gas Association in which he requests that I forward all this 
information to you for inclusion in our committee records on this subject. I will 
appreciate your favorable consideration of this request and an acknowledgment 
which I can forward to Mr. Korst. 

Very sincerely, 
PAUL F. SCHENCK, 
Representative to Congress, Third District, Ohio. 


Ou10 OIL & GAS ASSOCIATION, 
Newark, Ohio, February 12, 1957. 
Hon. Paut F. ScHENCK, 
House Office Building, Washington, D. C. 


My Dear CONGRESSMAN SCHENCK: Recently the oil industry has come in 
for many unfair and perhaps ill-advised attacks from many sources. This dis- 
turbs our membership because we realize that much of the information being 
released on the subject is not only unfair but untrue. 

That being the case I should like to acquaint you with the present situation 
of oil producers in your own State of Ohio. I hope that my information, along 
with tue accompanying tabie and chart, will present our pcsition cearly enough 
to allow you to defend the oil producing industry in Congress. 

Last year Ohio produced over 414 million barrels of crude oil, which had a 
wellhead value of about $14 million. In 1956, 1,198 wells were drilled in the 
State, of which 334 or 28 percent were dry holes. While last year’s production 
amounted to only about 15 percent of the peak production reached in 1876, the 
industry had approximately 300 rigs running in 56 counties and employed over 
3,500 persons. 

In 1956, approximately 65 percent of Ohio crude produced was Corning grade. 
With the recent 25 cents increase in price, this crude now brings producers who 
sell to Ashland Oil & Refining Co. $2.97 per barrel, and $2.90 if sold to Joseph 
Seep Purchasing Agency. Both of these prices are under the $3.10 posting of 
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1947. The attached price table shows a cut of 40 cents per barrel in 1950, 
another of 8 cents, offset by a 10 cent increase, in 1953. Surely our last 25 cent 
price increase is justified. 

Buckeye Pennsylvania grade, now bringing our producers $4.23 per barrel, is 
down 56 cents from the 1947 price. This grade accounts for about 24 percent of 
our 1956 production. The price fluctuates considerably in accordance with 
refinery requirements. This is a premium crude used chiefly for high grade 
lubricants. 

The remaining Ohio crudes account for 11 percent of 1956 production. Lima 
grade is down 15 cents from its 1947 price. Cleveland-Chatham is up, but most 
of-this crude is now produced by water flooding, which is a very expensive method 
of secondary recovery. 

Considering increases in the cost of machinery, material, and labor, shown 
in the attached chart, we consider the recent general price increase long overdue 
and inadequate. Our producers have been caught in a price squeeze brought 
about by action of a few large importing companies, dumping cheap foreign 
oil into this country. Our attitude toward unreasonable imports is expressed 
by my statement of October 22, 1956, before the Office of Defense Mobilization, 
and it is also attached. 

The domestic producing industry, of which we are a part, certainly has 
nothing to hide or be ashamed of. Consequently, we are greatly disturbed by 
the current campaign to smear our industry, being undertaken by certain head- 
line-hunting Members of Congress. We are very thankful that none of the 
Ohio delegation falls into that classification. We ask that you use your influ- 
ence to bring out the true facts in the case against members of our industry, 
and, when these are firmly established, place the blame, if any, where it belongs, 
exonerating the industry as a whole. 

Your support of our request would render a great service to our industry. 
It would be equally appreciated by the coal industry, and it would be a step 
forward in the interest of national defense. Recent events have shown clearly 
that we cannot win a war with impetted crude oil. Our first line of defense 
is a healthy domestic producing industry. 

Respectfully, 
W. E. Suriper, President. 
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Ohio crude prices, 1947-57 











Date Buckeye Zanesville Corning | Cleveland | Lima 
| | Chatham 
nniliainenapeinetabermeniinpapiingh ee " —ihieipeeieabenta cenit —|——___—_—. 
Dec. 6, 1947 (}) $3. 10 $1. 40 $2. 90 
Dec. 16, 1947-. 
Dec, 11, 1948 we 
Dec. 31, 1948 -| 
Jan. 21, 1949. | : 
Mar. 11, 1949 | 
Apr. 1, 1949__ | 
Apr. 13, 1949 
May 1, 1949 } 2. 40 
May 6, 1949 2.70 
May 9, 1%49 2.70 
May 11, 1949 2.75 aoe 
June 16, 1949 2.9 Bah 
Dec, 12, 1949- 3. 05 bee bis 
Apr. 15, 1950 Senate 
May 1, 1950 3.16 $2. 86 2.70 2 60 2 4 
June 21, 1950... 3. 26 2. 90 | oe Ald AL 
July 19, 1950__- 3. 40 2. 95 - 
Aug. 25, 1950 3. 51 3. 00 
Oct. 9, 1950 3. 61 3. 05 
Dec. 9, 1950_- 3. 76 3. 10 
1951-52_ . _- (?) | (3) 
Feb. 16, 1953 3. 91 3. 20 | ; 
Apr. 1, 1953___- | 42.62 j 
Jume 15, 1953____-- ae 2.70 | 2. 50 
June 16, 1953......._.. 2.72 | 
Aug. 1, 1953 4.04 | 
Sept. 21, 1953 - 3. 54 
Sept. 22, 1953 _ - | 2. 90 
Jan. 1, 1954 3. 24 | 2. 75 | 
May 20, 1954 2.74 | 2. 50 | 
Nov. 1, 1954 2. 64 52.72 42.62 
Do 62.65 |. 
Dec, 1, 1954-_- 2. 76 2. 62 | nitel 
Jan. 21, 1955 2. 91 2.72 
July 11, 1955 3. 01 2. 82 
Noy. 1, 1955 3. 15 2. 87 
Dec. 1, 1955 3. 25 2. 92 
Feb. 6, 1956 3 40 2. 97 
Mar. 16, 1956 3. 60 3. 02 
May 16, 1956 3 85 3. 10 
July 16, 1956 3.97 3.15 
Aug. 16, 1956 4.07 
Jan. 9, 1957_- 52.97 
Jan. 10, 1957 $2.90 2. 87 2.7 
Jan. 16, 1957 4. 23 3. 27 


! No posting prior to May 1, 1950. 
2 OPS, 

3 No changes. 

4 Reduced account 8-cent increase 
5 Ashland Oil & Refinery Co. 

6 Joseph Seep Purchasing Agency. 


in Buckeye pipeline tariff. 
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STATEMENT OF W. E. SHRIDER, PRESIDENT, OHIO Ort & GAS ASSOCIATION, INC. 


I am Willard E. Shrider of Harbor Hills, Hebron, Ohio. I appear before 
you as president and official representative of the Ohio Oil & Gas Association, 
Ine. i am authorized by our board of trustees and our membership to oppose 
unreasonable oil imports, which have affected the oil-producing industry in Ohio 
adversely. 

Ohio is not a large producing State and yet in 1955 the wellhead value of 
oil and gas production amounted to $21 million. This production was found in 
56 out of the 88 counties of Ohio. Over 3,500 men were employed in the produc- 
tion of oil and gas. At the close of last year, Ohio had 17,250 producing oil 
wells and 6,982 producing gas wells. 

Production of Corning grade oil accounts for over two-thirds of all Ohio 
crude production. This crude is comparable to Illinois Basin or Midcontinent 
crude and is in direct competition with them. Within the last 2 years, pro- 
ducers were subjected to a pipeline proration on Corning production. This pro- 
ration was relieved in November of 1954 by finding another purchaser for 
Corning crude. Relief to Ohio producers resulted in distress to producers in 
Kentucky and Indiana, whose production in the Illinois Basin was displaced 
by Corning. 

We, in Ohio, believe that the lack of markets and the depressed price situa- 
tion are the direct result of the unrestricted flow of foreign crude, particularly 
from the Mideast. It was difficult for the producers in Ohio to accept proration 
when their production at that time amounted to only 10,650 barrels per day 
with refining capacity of Ohio refineries exceeding 400,000 barrels daily, and 
Ohio being the fourth ranking State in consumption of petroleum products. 

The price situation is serious. The cost of labor and steel has increased con- 
sistently, with no price relief for producers with the exception of slight in- 
creases in the price of Buckeye-Pennsylvania grade crude. I know from my 
own experience that 7 years ago I drilled and completed wells in the New- 
castle area for $18,000. At that time the price of Corning grade was $3.10 a 
barrel. Today, a well on the same lease will cost $26,000, and I am getting 
$2.72 a barrel for my crude. The reserves in the Clinton sand do not justify 
drilling for Corning crude, considering the present price of the crude and the 
cost of the wells. This has resulted in curtailment of drilling programs of many 
of our leading producing companies with the resultant loss in finding new re- 
serves. 

Many of the smaller companies and individual producers operating in Ohio, 
whose accounting methods don’t give them the current financial picture are 
finding it hard to meet their bills. Service and supply members of our asso- 
ciation have a serious credit problem on their hands, due entirely to the fact 
that the price of crude has not kept pace with increased operating costs. Wells 
are being pulled and plugged because the material in the hole is worth more 
than the production. 

I don’t mean to say that there is any great curtailment of activity in the State 
of Ohio at present. Oilmen everywhere are a peculiar breed. We don’t know 
anything else todo. I have over $100,000 invested in drilling equipment. When 
times are bad, I can’t sell that equipment, and I am not prepared financially 
or by training to enter another field of endeavor. I just have to ride it out. 
Right now, I am drilling for one of the largest producing companies in Ohio, 
and I am the only contractor left drilling for them at present, though they have 
kept quite a large number of contractors busy in Ohio for over 50 years. I am 
speaking of 1 of the 3 large companies operating out of Ohio, which along with 
the other 2, have recently discovered that if they are to meet competition of 
importing companies, they must look elsewhere in the world for crude oil. 
While it hurts us very definitely and may put a good many of us out of busi- 
ness under the present Government policy which permits increasing imports, 
most oil people in Ohio realize that our own big companies can do nothing else. 

To sum up the situation, our 864 members have no quarrel with a reasonable 
amount of imports, which will supplement but not supplant domestic produc- 
tion. Our chief complaint is directed against Mideast crude. The bulk of 
domestic production is subject to proration. It is only reasonable to expect that 
imports should be subjected to the same control. Our membership does not 
accept the hands-off theory to keep the Government out of regulating oil imports. 
We believe that argument is a language of convenience and expediency which 
lacks sincerity. 
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We also knew that crude-oil prices in Ohio today are inadequate by every 
accepted standard. No one objects to substantial increases in the price of 
steel or coal following wage adjustments, but apparently no one gives any con- 
sideration to oil producers in the face of wage increases, excessive increases in 
the price of steel, service, and other equipment, which go into the completion 
of an oil well. I know from my personal experience that my cost of operation 
has gone up 30 percent since the last general increase in crude-oil prices more 
than 3 years ago. At that time the price of Corning grade crude was $2.70 per 
barrel. Today I get $2.72, an increase of 2 cents per barrel. Other producers 
in Ohio sold approximately 3,500 barrels of this crude daily in September at 
$2.65 per barrel, which is 5 cents under the depressive OPS posted price of 
several years ago. Cleveland-Chatham crude, most of which is produced by 
water flooding, is priced at $2.62 per barrel—also under the OPS posted price. 

The oil industry in Ohio doesn’t ask for any subsidy. All we want is justice. 
We give employment; we pay taxes, we participate in government and com- 
munity affairs—we think we are good citizens. We know we can’t compete 
against unrestricted imports of Mideast crude. We also know that Mideast 
crude can be shut off completely—maybe through a war, possibly by appro- 
priation measures of rulers of the producing areas. If that happens now, 
we may be all right. If it oceurs after our domestic producers have been 
starved out, we could be in real truble. It seems to us that some positive action 
should be taken now. 


Ont0 O11 & GAS ASSOCIATION 
Newark, Ohio 


FEBRUARY BULLETIN 
Staff members 
Ira M. Korst, executive secretary. 
Edna Farrow, office manager. 
Shirley Dell, cashier-secretary. 
Announcements 
March 7: 
Spacing committee meeting, room 1212, Deshler Hilton Hotel, 10 a. m. 
Tax meeting with county auditors, Central YMCA, Columbus, 10:30 a. m. 
Insurance committee luncheon meeting, W. E. Shrider suite, Deshler Hilton 
Hotel, 12 noon. 
Meeting of board of trustees, room 1212, Deshler Hilton Hotel, 2 p. m. 
March 8: Winter meeting, Deshler Hilton Hotel, Columbus. (See pp. 7-8.) 
April 28-30: IPAA midyear meeting, Buena Vista Hotel, Biloxi, Miss. 
May 1-8: API division of production, eastern district meeting, Penn Sheraton 
Hotel, Pittsburgh. 
[Mailed February 26, 1957. ] 
Membership directory 
The end of February is the deadline for returning cards attached to the 
January bulletin indicating change of address or other new information. Shortly 
after March 1, the 1957 membership directory will go to press. If you have last- 
minute changes, kindly advise the association office immediately. 
IPAA midyear meeting 
Your attention is directed toward a very important IPAA meeting which will 
be held at the Buena Vista Hotel, Biloxi, Miss., April 28-30. The Buena Vista 
Hotel is a luxurious resort hotel, considered the finest on the gulf, and the pro- 
gram offered is timely and vastly important to the entire producing industry. 
Plans are being made by many of our members to attend this meeting. 
API spring meeting 


The correct date of the API eastern district, division of production meeting is 
May 1-3 at the Penn Sheraton Hotel, Pittsburgh, Pa. The date of this meeting 
was carried in our January bulletin incorrectly. 


Meetings too close 


Many of our members attend both API and IPAA meetings. We hope in the 
future their dates can be spaced a little farther apart. 
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PRESIDENT’S PAGE 


Following our special bulletin of February 8, the association has really been 
busy. We have obtained the advice and assistance of an excellent public-relations 
man who is helping prepare our news releases. We sent special letters to both 
Senators and all Ohio Representatives in Congress in which factual information 
in regard to the Ohio crude-oil price structure was supplied. Part of this infor- 
mation is reproduced on pages 5 and 6 of this bulletin. 

To date, our results have been good. I call attention particularly to the speech 
of Congressman John E. Henderson, which is contained on page 3 of this bulle- 
tin. So far, replies have been received from Senators Bricker and Lausche and 
Congressmen Bow, Brown, Dennison, Henderson, and McGregor. In a letter to 
Mr. 8, A. Anderson Congressman McGregor states in part, “I would suggest that 
your industry establish a public-relations program and see that proper state- 
ments are made in newspapers, magazines, and on the air. In my opinion, some- 
thing like this is going to have to be done to counteract some of the statements 
that are seemingly being made.” : 

Following through with Congressman McGregor’s suggestions, we have ob- 
tained addressograph plates for a mailing list of 316 Ohio newspapers and radio 
and television stations. We have also worked with other organizations in the 
interest of obtaining better intraindustry relations and better cooperation of effort 
between the various organizations which represent the oil and gas industry— 
not only producing, but refining and marketing as well. 

In response to the appeal to our members to send in clippings and write Con- 
gressmen, we have heard from the following: Sam Anderson, Paul R. Baldwin, 
John E. Bird, Glenn Blake, Harold W. Bolin, Max R. Disbennett, Leonard F. 
Eberl, Roy G. Gordon, Jr., William Paul Hambleton, Harry R. Jackson, D. O. 
Lynn, Sam T. Mallison, Frank B. McKinney, Sidney D. Perkins, Mrs. B. M. Tyree 
Pickens, Lloyd H. Smith, R. A. Straker, and R. L. Vockel. 

We appreciate the efforts of those listed above and hope our members will 
continue to keep their Congressmen informed, sending copies of their letters to 
the association office. We will also appreciate any news clippings from local 
papers in regard to our current problem. Such information is extremely valu- 
able to the executive secretary in the preparation of his news releases or letters 
to Congressmen. 

I wish to eall your attention again to our winter meeting, which will be held 
in Columbus on March 8. (See pp. 7-8.) In addition to these instructive work 
sessions, we will hear from Russell B. Brown, who is an outstanding authority 
on the producing industry. His address alone will justify attendance at the 
meeting. 

Sincerely, 
W. E. Sueiper, President. 


REMARKS OF CONGRESSMAN JOHN E. HENDERSON, OF THE OHIO 15TH DISTRICT, ON 
THE PrRIceE oF CRUDE OI IN OHIO, FRoM Fesruary 7, 1957, CONGRESSIONAL 
RECORD 


“Mr. Speaker, I cannot help but remark, after the speech made earlier in the 
afternoon by the gentleman from Texas [Mr. Ikard], that the great State of 
Texas is not the only one which is producing oil—that Ohio, although not on as 
grand a scale as Texas, is also an important producer of oil. The daily produc- 
tion is approximately 12,960 barrels. 

“The gentleman from Texas [{Mr. Ikard] has mentioned that the production 
of oil and the price of oil are some of the questions of public interest. I am 
pleased to know that an investigation into some of these matters is going to be 
made in the near future, particularly on why the price of petroleum has gone up. 

“Mr. Speaker, I can point out a fact which is known not only to oil pro- 
ducers in Ohio but also to farmers and landowners of southeastern Ohio who 
are receiving royalties from oil production which serve to supplement their 
incomes from the hilly farms. And that fact is this: That while the price of 
oil and petroleum products may be in some cases increasing, in Ohio the price 
of crude oil has decreased. In 1948 the price of Buckeye-Pennsylvania grade 
was $4.79 a barrel. Now it is $4.23 a barrel—a decrease of 12 percent. In 1948 
Corning oil was $3.10. Now it averages $2.94—a decrease of 5 percent. These 
2 grades of oil account for 11,000 of the State’s 12,960 barrels of average daily 
production. 
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“While the people of this country are wondering why the price of petroleum 
and petroleum products has inereased, there are farmers in southeastern Ohio 
who are even more amazed at the increase, in view of the fact that they are 
receiving less for oil today than they were in 1948. 

“The Marietta Daily Times, in its editorial of February 5, 1957, presents this 
paradox in a very interesting manner and concludes as follows: 

“ ‘Investigators should have little difficulty uncovering these changes in operat- 
ing costs. As for the motorist, whose consumption of crude oil is mostly in the 
form of highly refined gasoline, a big portion of the price he pays continues to be 
tax, State and Federal. In Ohio it is 8 cents on a gallon. The national average 
is a little higher. That amounts to more than a dollar on a tankful.’” 

The association certainly appreciates this fine help from Congressman Hen- 
derson, who has always shown willingness to back our industry in the general 
assembly and in Congress. We also appreciate the fine editorial that appeared 
in the February 5 issue of the Marietta Daily Times. The editorial was written 
by Mr. Frank B. McKinney, who is a member of our association, from material 
contained in our bulletin. 


NEWS NOTES 
New members 


Members at large 


Adams, Clarence R., 291 Branstetter Street, Box 184, Wooster. 
Hilliard, G. G., Box 50, Mount Pleasant, Mich. 

Kohl, Eddie, R. No. 4, New Philadelphia. 

Schweigert, R. W., Box 774, Evansville, Ind. 

Smith, E. A., 291 Branstetter Street, Box 184, Wooster. 

Smith, F. A., 291 Branstetter Street, Box 184, Wooster. 
Warner, Edward F., 10 Westwood Drive, Zanesville. 


For sale 


Two standard rigs; Parkersburg Hookon rigs, complete with timbers and tin; 
Young drilling engine, Al condition; contact Glen Sturm, 225 Walnut Street, 
Bremen, Ohio—Phone LO 94355. 

16-foot Bowman open deck Coastal Tramp outboard boat in excellent condi- 
tion. Can be bought with or without 25 horsepower Johnson motor. Board 
and motor, $450. Contact association office. 


Phone trouble 


If you have had trouble getting the association office on the phone, blame it on 
the Newark Telephone Co. We have tried for over a month to get our phone 
trouble corrected. This office is always open from 8 a. m. to 5 p. m. Monday 
through Friday. 


Appointments 


Everett H. Krueger, Jr., has been named by Governor O'Neill as chairman 
of the Ohio Public Utilities Commission, succeeding Robert L. Moulton. Mr. 
Krueger is an attorney and a native of Cleveland. 

Joseph H. Gutridge, a member of the staff for nearly 21 years, has been 
appointed Secretary of the Federal Power Commission, succeeding Leon M. 
Fuquay, who retired February 1. 


Retired 
Raymond E. Lamborn, author of many valuable publications of the Ohio 


Geological Survey, retired recently. Our membership appreciates Mr. Lam- 
born’s fine work and wishes him a well-deserved rest. 


Against higher taves 


Congressman Frank T. Bow in his Report From Washington, has come out 
against the high budget and constant increases in spending. He advises people 
to do their part and quit asking the Government to do things that could be done 
better and more reasonably on the local level. In line with this thinking, our 
good friend, Ferd F. Becker, chief of the division of county affairs, Ohio Depart- 
ment of Taxation, recently furnished Dr. Arch D. Schultz, director of the 
taxation and research department of the Ohio Chamber of Commerce, with excel- 
lent material to be used against the proposed plan for Federal aid for building 
schools. The cost of the Eisenhower proposal is estimated at $2,220 million. 
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Mr Becker estimates that this bill would cost Ohio taxpayers $216,368,000 in 
the 4 years’ time, during which period Federal aid allocated to Ohio would 
amount to $45,284,000. We hope our Congressmen. will pay attention to the 
figures and vote against starting another Federal bureaucracy. 


Aerial photographs 

A new member of the association offers air photo-map making, mosaic work 
and pipeline patrol. If interested, contact Eddie Kohl, Sun Valley Air Service, 
Route No. 4, New Philadelphia, Ohio. 


Nore.—Advance ticket sales indicate a highly successful and well-attended 
meeting. The committee decided last weekend to extend the time limit for $6.50 
reservations to reservations received in the morning mail on Monday, March 4. 
This was made possible by special arrangements with the Deshler Hilton Hotel. 

The following news release went out to 316 Ohio newspapers and radio and 
television stations on February 26. 


[Released to newspapers and radio stations upon receipt] 


“NEWARK, OHIO, February 26.—Trends on public questions affecting the oil and 
gas industry as a result of current economic conditions will be measured by Ohio 
oil producers at the winter meeting of the Ohio Oil & Gas Association in Colum- 
bus, March 7-8, Ira M. Korst, executive secretary of the group, announced 
February 26. 

“Among nationally known speakers who will appear in a fast-moving 2-day 
session at the Deshler Hilton Hotel, will be Russell B. Brown, general counsel of 
the Independent Petroleum Association of America, Washington, D. C. More 
than 300 operators are expected to attend. 

“Previews of developments as they will affect the domestic producing industry 
are expected to be given by Mr. Brown, who from his Washington post is alert 
to governmental trends concerning the industry. 

“Expression of viewpoints of Ohio producers on the current congressional 
investigations of the industry are expected at the meeting of the association’s 
board of trustees and other committee meetings at the first day sessions. 

“President W. E. Shrider of the association holds that the producers welcome 
any Government-authorized investigation into recent increases in crude oil and 
gasoline prices provided the end results are given to the public on an impartial 
basis. 

“Special forums and workshop sessions have been designed for the second day 
of the meeting with authorities comprising panels on well completions, producing 
methods, and records. *articipating in the records forum will be Charles Welch, 
chief legal counsel, Ohio Department of Taxation; Edwin M. Howison, senior 
internal revenue agent, United States Treasury Department; and A. J. Nerny, 
treasurer, National Gas & Oil Corp.: with Sam A. Anderson, National Gas & Oil 
Corp., Newark, as moderator. 

“Moderator of the well completions panel will be Carl J. Hauck, the Ohio 
Fuel Gas Co., Columbus. 

“Panel members include Bird Well Surveys by Robert Finney ; Dowell, Inc., by 
Jack L. Trittipo; Halliburton Oil Well Cementing Co. by Al Baker: Schlumberger 
Well Surveying Corp. by B. M. Ray; Shooters by Harry Furr and L. E. Woodward. 

“Moderator of the producing methods panel will be Guy J. Andersen, Pure Oil 
Co., Newark. 

“Panel members include producing Clinton sand wells by Leon Humphreys, Oil 
Well Supply Co. and James B. Hunter, Pure Oil Co.; movies and slides of pump 
operations by L. W. Crow, Fluid Packed Pump Co.; plunger lift by Erskine EF. 
Roach, Harold E. Brown Co.; gas repressuring by Quentin Wood, Quaker State 
Oil Refining Co.; paraffin scrapers by Don Griggs, Alten Foundry & Machine 
Works, Inc.; solvents by Clarence L. Fetti, Kem-I-Kal Co.; possibilities of flood- 
ing Clinton sand by Pat Cochran, Pure Oil Co.” 

Nore.—A registration desk will be operated by the Columbus Convention Bu- 
reau from 8:45 a. m. until 4 p. m. on the mezzanine floor of the Deshler Hilton 
on Friday, March 8. No reservations for the cocktail party or banquet can 
possibly be made after 4 p. m. and it may be necessary to shut off reservations 
earlier. Admittance to the cocktail party and banquet will be by ticket only. 
Members who cannot get reservations are welcome to hear Russell Brown’s 
speech from the ballroom balcony. 
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Membership and Scout Report rates, effective Jan. 1, 1956 


7 ee 
| Minimum Each extra 





Classification | Minimum | membership | Scout Report 
| membership | with Scout to same 
Report address 
— a ane ee -———| ——_—— —| — ey ——_— — 
Producers... $25 | $40 $30 


Production basis: Producers over minimum. 

Oil: %4-cent per barre! of oil produced in Ohio, net working | 
interest. 

Gas: 14-mill per each 1,000 cubic feet of gas produced in 
Ohio, net working interest. 


Contractors__. ; hla wack jheten tie 25 40 | 30 
$25 for the first string of tools owned and operated in Ohio, 
and $20 per string thereafter. | 
Service, supply and manufacturing. - -. —-- as 50 65 30 
$50 per outlet. 
Members at large Eee 10 | 40 | 30 


Individual. 
Preducers Monthly: Furnished to all members on Scout | 
Report list without charge. Non-Scout Report members | 
will be charged $1.50 per year for Producers Monthly. 











Onto Orn & Gas AssocraTion, Box 150, NEwArK, ONTO 


MEMBERSHIP APPLICATION 


The undersigned applies for membership in the Ohio Oil & Gas Association 
GUNG sect cis classification at $___.__.--_- or $___------- with Scout Report 
Service. Enclosed is my check for $____.____. 


RI tiie toate 


a a ee = 


Company ------ piesa 


Street address _- 


Poot. offee 00m sic. indents eds teva bok 


Ba cilia en 


Phone numbers: 
Business —_- 


Residence ___--- 


OHIO OIL & GAS ASSOCIATION OFFICERS, EXECUTIVE COMMITTEE AND TRUSTEES 
FOR 1956 


Officers : Trustees—Continued 
W. E. Shrider, president Frank A. B. Brendel 
J. W. Straker, vice president Clyde M. Foraker, Jr. 
R. L. Vockel, treasurer L. H. Major 
Executive committee: Neil Mathews 
John J. Bell Earl Mossholder 
Glenn A. Blake W. H. Patten 
Jack Cashell B. H. Putnam 
Richard C. McConnell L. D. Rees 
P,. W. Neuenschwander David Shafer 
W. M. Saxon Herbert U. Smith 
James A. Upham Honorary trustees: 
Executive secretary: Ira M. Korst Harry M. Brown 
Trustees: Clyde M. Foraker 
S. A. Anderson Kenneth M. Kew 
T. A. Anderson H. J. Lowe 
John C, Askam Morton S. Lupher 
Carl J. Bowman D. T. Ring 


The Cuarrman. Again, Mr. Wormser, to you and Mr. Stewart on 
behalf of the committee, let me thank you for your appearance here 
today and your very frank discussion on these problems. 
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Let me also sympathize with you for the tremendous responsibility 
that you have in connection with this whole problem, not only what 
affects us here at home, but your expanding responsibilities in view of 
the unfortunate Middle East situation. 


Mr. Wormser. Thank you, Mr. Chairman. It has been a privilege 
and a pleasure, sir. 


The Cuairman. We apologize for merping you so late, but we did 


want to fully develop this and try to conclude this part of the hearing. 
The committee will adjourn. 


(The following material was submitted for the record: 
NATIONAL STREPPER WELL ASSOCIATION 


Wichita Falls, Tex. 


HUNTINGTON, W. VA., March 25, 1957. 
Hon. OREN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives Office Building, Washington, D. C. 

DEAR CONGRESSMAN Harris: The national stripper-well survey as of Jan- 
uary 1, 1956, was recently completed and since your visit to Spencer last June, 
I know how interested you are in the problems of the oil producers and especially 
im the older fields such as you visited in our State. The information contained 
in this report may be helpful and timely for your committee. 

This survey shows reserves of almost 8 billion barrels of oil in this stripper- 
well areas and represents a very important part of the oil needed for our national 
security. Ever since the methods of water flooding for secondary recovery 
proved so successful in Pennsylvania, great improvements and advances have 
been made so that many of the old fields are producing more oil by these meth- 
ods than the primary production. This restoration of activities means a great 
deal to the older areas and the local economy through employment, taxes for 
roads, schools, and local administration. 

The cost of secondary recovery is much greater than original development due 
to the many wells to be drilled for satisfactory patterns and machinery to pro- 
vide filtered pressured water. Many such projects have been discouraged these 
past few years due to the low price of crude and greatly increased costs of labor 
and materials. 

The excessive importation of foreign crude has depressed the market for a 
long time. It would be a tragedy to lose these important reserves because we 
could not get a fair price for domestic oil. The recent increase of 25 cents per 
barrel for crude was not half enough to meet the increased costs and we believe 
the advance in our oil prices was justified over 2 years ago but did not happen 
because the major oil companies could import oil at a lower price. 

Respectfully yours, 
MAURICE G. POWERs, 
President, National Stripper Wells Associatior 


NATIONAL STRIPPER WELL SURVEY AS OF JANUARY 1, 19567 


The data presented in the national stripper-well survey as of January 1, 1956, 
represents a compilation of information from various contributors in the oil- 
producing States of the United States. These data were collected in many 
cases by individual] fields and consolidated as a State report with the excep- 
tion of Texas, in which case, the State is divided into three areas: North Texas, 
eonsisting of railroad commission district No. 9, west Texas, consisting of rail- 
road commission district No. 7—B, and Texas, other, which comprises all of’ the 
other railroad commission districts in Texas. 

The number of stripper wells indicated is the number of wells in flelds which 
are averaging less than 10 barrels per day per well or, in some instances, where 
the individual well production is known, it includes only those wells making less 
than this amount. In addition, in fields which were classified as stripper, but 
because of secondary-recovery operations are now producing in excess of 10 


1 Prepared and published by the Interstate Oil Compact Commission, Box 3127, State 
Capitol Station, Oklahoma City, Okla., January 15, 1957. 
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barrels per well per day, these fields have continued to be considered as stripper- 
well fields. In a few States where marginal or stripper wells are defined by 
law, it includes all of these wells with the exception of a few instances where a 
very minor portion of the field has wells so classified. In a few instances wells 
were clussified as stripper wells because they were producing excessive quanti- 
ties of water or small quantities of oil relative to the depth from which the oil 
must be lifted. 

The production in barrels from stripper-well fields represents the total oil 
produced from those fields classified as stripper-well fields with the exception 
of Mississippi and New Mexico, in which the production is only the production 
frem:the wells reported since in those;tavo.States the actual well production 
is available. 

The productive acres in stripper-well fields likewise includes estimated total 
acreage im those fields so classified with the exception of Mississippi and New 
Mexico, in which only the acreage attributed to the stripper wells has been used. 

The 1955 abandonments are the number of producing oil wells abandoned 
during the year. Some of these many not have been in stripper fields, but prac- 
tically all of them are assumed to be wells which were not economical to continue 
to operate. 

Estimated primary reserves from stripper-well fields in general are the addi- 
tional oil which it is estimated will be recovered under primary methods of 
production from the fields classified as stripper well fields. In the States of 
Illinois, Kansas, Oklahoma, Pennsylvania, and in Texas, other, the primary re- 
serves represent the oil to be recovered by present methods of operation and 
include secondary-recovery reserves of projects now in operation. 

The estimated probable secondary-recovery reserves from stripper-well fields 
are the additional reserves over and above primary recovery which could be 
recovered from these fields by the application of fluid-injection methods. In 
New Mexico, this includes the total recovery from the fields which are predomi- 
nantly stripper-well fields, and in the States of Kansas, Oklahoma, Pennsylvania, 
and Texas, other, represents an estimate of the additional oil which it is believed 
can be recovered from fields which have possibilities for additional recovery by 
the use of fluid-injection methods. In Illinois, no estimate has been made for 
this figure. 

The production from stripper-well fields in 1955 was almost 35 million barrels 
in excess of that produced in 1954. This increase can be accounted for through 
increased production from secondary-recovery operations and an increase in 
the number of wells classified as stripper wells. 

The total reserves, both primary and secondary of these stripper wells is 
7,844,332,000 barrels, of which more than 4 billion barrels can be recovered only 
by use’ of secondary methods. The total estinrated liquid-hydrocarbon reserves 
as of January 1, 1956, has been estimated to be approximately 37 billion bar- 
rels, so that the primary reserves of the stripper-well fields represent slightly 
inore than 10 percent of the total reserves of the United States, and the second- 
ary-recovery reserves are approximately 11 percent of the total. 

The Interstate Oil Compact Commission also wishes to acknowledge the assist- 
ance of the many people helping compile information for this survey and in par- 
ticular wishes to acknowledge the assistance of the following : 

Arkansas: J. W. Sanders, Arkansas Oil and Gas Commission, El Dorado. 

California: William R. Wardner, Conservation Committee of California Oil 
Producers, Los Angeles; Leonard. Stockman, consultant, Los Angeles. 

Colorado: A. J. Jersin, Colorado Oil and Gas Conservation Commission, Denver. 

Illinois: A. H. Bell, Illinois Geological Survey, Urbana. 

Indiana: H, R. Brown, division of oil and gas, Department of Conservation, 
Indianapolis. 


Kansas: John M. Jewett and Edwin D. Goebel, Kansas Geological Survey, 
Lawrence. 


Kentucky: D. J. Jones and Preston McGrain, Kentucky Geological Survey, 
University of Kentucky, Lexington. 

Louisiana: Tom M. Winfiele, department of conservation, Baton Rouge. 

Michigan: W. L. Daoust, department of conservation, Lansing. 

Mississippi: H. M. Morse, Mississippi State Oil and Gas Board, Jackson. 

Missouri: Frank Greene, Missouri Division of Geological Survey and Water 
Resources, Kansas City. 


Montana: John B. Flugstad, Montawa Oil and Gas Conservation Commis- 
sion, Helena. 
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Nebraska: E. C. Reed, University of Nebraska, Lincoln. 

New Mexico: Glenn Stanley, New Mexico Oil and Gas Engineering Committee, 
Hobbs. 

New York: William H. Johns, New York State Science Service, Wellsville. 

Ohio: J. C. Wilson, oil and gas’ well inspector, Columbus; Jack Cashell, 
Preston Oil Co., Columbus. 

Oklahoma: E. G. Dahlgren, oil and gas consultant, Oklahoma City; Massena 
Murray, director, oil and gas conservation department, Corporation Commission, 
Oklahoma City; Vance Rowe, Petroleum Statistical Guide, Inc., Tulsa. 

Pennsylvania: J. P. Jones, Pennsylvania Grade Crude Oil Association, Brad- 
ford; W. 8. Lytle, Jr., Pennsylvania Topographic and Geological Survey, Butler. 

Tennessee: H. C. Milhous, Tennessee Department of Conservation, Nashville. 

Texas: W. J. Murray, Jr., Texas Railroad Commission, Austin; Arthur H 
Barbeck, oil and gas division, Texas Railroad Commission, Austin; Fred Sehmann, 
Wichita Falls; V. C. Perini, Jr., Post Office Box 840, Abilene. 

West Virginia: Paul H. Price and R. C. Tucker, West Virginia Geological and 
Economic Survey, Morgantown. 

Wyoming: Raymond M. Larsen, United States Gealogical Survey, Casper. 
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